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CHAPTER I

THE PROBLEM AND ITS SETTING

The Problem

In order to continue to operate on a more sound dayto-day

financial basis, it may, at times, be to the institution's advantage to

spread capital expenditures over a number of years, via the method of

long -teen debt. This paper will study the problem of obtaining long-term

debt for the purpose of financing expansion of physical facilities at

small, nonprofit, traditional midwestern colleges.

Justification of the Problem

Private higher education, as it is known in America, has had a

constantly changing place in the overall educational environment of the

nation. From its role of almost total dominance in the early years of

the nation's history, private higher education has arrived at a most

tenuous position today. This tenuous position is due largely to school

costs increasing more rapidly than their ability to generate revenue.

If this trend continues unabated, private higher education in America

could conceivably cense to exist.

However, many feel that private higher education has such an

important role to play as an alterna',Ave to state supported education,

that funds must, and will, be found to continue to support, at a high

level of quality, the operation of the majority of the private colleges

that exist today.

1
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There are many encouraging indications that new sources of

revenue will be made available to the private colleges in the future.

The responsibility of the overall population, including various levels

of government, to financially assist in the fiscal support of private

colleges is under serious study in many areas. One of the more recent

studies is being undertaken by a blue-ribbon commission on post-secondary

education that was created by the 1973 Montana Legislature. It is to

determine the future of higher education in that state. The Governor

asked the commission to consider a number of questions, including, "To

what extent should planning for publicly supported post-secondary units

take into account the development plans and capabilities of private

institutions within 'he state?" (71:3).

Financing the construction of private nonprofit facilities of

higher education has never been an easy task. In the days of an expand-

ing birth rate, increasing government financial assistance in many forms

including construction grants, loans, interest subsidies and mortgage

guaranties, and generally full classrooms, finding the proper financing

for construction at these institutions was very difficult. With all of

the positive factors now diminished, securing favorable financing

through conventional routes may be all but impossible.

This study will determine if problems in obtaining long-term

debt for financing construction actually do exist, and if so, to what

extent. Models will be developed showing new financial programs that

may be needed to make funds available to the schools in question.

Hypothesis to be Tested

The basic research hypothesis to be investigated is that over

twenty-five per cent of the colleges in the geographical area covered by



this study will need to borrow money to construct or renovate buildings

on their campuses in the future.

Subhypotheses to be Tested

In developing the basic research hypothesis, a number of related

hypotheses will...be considered and tested. These are listed below in

three groupings with a total of fourteen specific subhypotheses.

1. College related subhypotheses:

A. Over seventy-five per cent of the colleges have received
loans for construction in the past.

B. Over fifty per cent of the colleges plan to undertake
additional construction projects to meet needs, in the
future.

C. Less than fifty per cent of those intending to borrow
money to finance future projects (refer to the basic
research hypothesis) expect to have some difficulty
borrowing the amount they need.

D. Less than fifty per cent of the colleges object to
borrowing from a program having some type of government
involvement.

E. More than fifty per cent of the colleges that have
borrowed money for construction in the past have
borrowed from Health, Education, and Welfare (HW),
Office of Education, Loans for Construction of Academic
Facilities Program, or the Federal Housing Adminis-
tration (FHA), Department of Housing and Urban
Development (HUD), College Housing Program.

F. Over seventy-five per cent of the colleges are able to
mortgage part of their assets to secure a loan.

G. Less than twenty-five Per cent of the colleges currently
set aside depreciation in a fund to renovate or replace
existing buildings.

2. Lender related subhypotheses:

A. Less than fifty per cent of the lenders have a. working
knowledge of the flEW or FHA college loans for construction
programs.

B. Less than tnty-five per cent of the lenders have made
loans to colleges for construction.
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C. Over seventy-five per cent of the lenders require
mortgages.

D. Of those lenders responding to the question,less than
fifty per cent have generally received enough informa-
tion from colleges with the request for a loan to make
an informed decision.

E. Over fifty per cent of the lenders believe that a loan
program with some type of government involvement to
make loan money available to colleges has merit.

F. Over fifty per cent of the lenders believe that there
is a need for borrowed funds to be used for college
construction.

3. Subhypothesis related to both colleges and lenders:

Over seventy-five per cent of lenders and colleges
consider philanthropy to be an important source of
funds for meeting the cost of college construction
projects.

Assumptions

The following item: necessary and reasonable theoretical

assumptions for the orderly progression of this study:

1. Before construction plans are decided upon, all alternatives
to construction will have been fully explored. A decision
will have been made that no reasonable alternative to the
expending of capital funds for the construction exists, before
plans for financing are finalized.

2. The college is engaged in effective long-range planning so
construction is not undertaken that does not meet present
needs and complement future expectations. The planning has
also taken into full account the additional expenses which
may be reflected in the operating budget, for operation and
maintenance of the completed building.

3. As a "subhypothesis," it was stated that philanthropy remains
an important part of any college construction financing plan.
It is assumed that it is better for the college not to go
into any more debt than necessary to construct facilities.

4. Colleges planning construction arc meeting valid needs of
the society as a whole, and should continue to exist in order
to meet those needs.

5. Colleges will borrow iloney for construction, if other iletheds
of obtaining the needed funds fail.



6. Colleges will meet any reasonable requirements of the
lender, such as mortgaging'the property or pledging future
revenue.

7. Funds will be available for the colleges to borrow, if they
are financially able to repay the loans, and they present
their request well to lenders.

8. Colleges will generally approach a local lending institution
for counsel and advice, if not actually for a loan, before
they will approach nonlocal lenders.

Delimits of the Study

The study is limited in a number of ways. The geoj raphical size

of the universe pertaining to the colleges was limited to the four states

of Colorado, Kansas, Missouri and Nebraska. These states have tradition-

ally been strong supporters of private, nonprofit institutions of higher

learning. The area includes sixty colleges which fall into the category

to be studied. It was determined that a total of sixty was.a workable

number, as it would allow every appropriate college in the geographical

area to be included in the study. It was expected that sixty was a large

enough number of institutions so that with the necessary qualifications

applying, generalizations could be drawn at a later date about a dif-

ferent, but similar universe.

The Eco-,r-Thical size of the universe pertaining to the lending,

institutions included institutional lenders located in Colorado, Kansas

and Nebraska. The census size was ninety, and soewhat corresponded with

the number of colleges included in that census. It was a size that could

reasonably be analyzed.

The study is further limited by its place in time. It describes

the feelings of the colleges and lending institutions at one moment in

Septcmber or October of 1973. Fall appoired to be a good time for the

survey, as the start of the school year brings with it the plans for the
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future, as well as confirming the realities of the present.

It is recognized that these types of colleges have historically

relied heavily on philanthropy, and should continue most strenuously

their attempts to raise funds in this manner. ffowever, it was decided

to limit this study to that portion of the capital financing needs that

will be met through the financing method of long-term debt.

Definitions of Terms Used

Lender includes any financial institution that makes money

available to a college on a long-term basis. It could be a bank, savings

and loan association, life insurance company, bond house or any other

institutional investor. As included in the data gathering census,

lender meant an institution located in Colorado, Kansas or Nebraska,

listed in the 1973 Directory of the Mortgage Bankers Association of

America.

Construction is used to describe any and all activity which

results in the building, ilddition to, alteration or renovation, of a

physical facility which when completed is under the control of the

college and has been deemed necessary to the continuous operation of

that college.

Buildings for the purpose of this study include all buildings

as described under construction.

Loan refers to any method of making long-tenn funds available

to a college for construction. These instruments include unsecured

signature notes, loans secured by pledges of future revenue, mortgages,

bonds or any combination of these, or other items.

Long -tern as herein used is a repayment period that 'exceeds



the construction time; a debt shown on the annual financial reports as

being other than a current liability. As discussed elsewhere, loan
;

repayment periods for long-tens debts will vary from one to fifty years,

but will normally be more than five years.

Small as used in this study when referring to' the size of

colleges, is a college with an enrollment of less than 2,470 students.

This figure was selected because the largest school included in the

college census had an enrollment of 2,469.

Midwestern as used in the title of this study refers to the

four states of Colorado, Kansas, Missouri and Nebraska.

Traditional as used in the title of this study describes a

college that owns a campus and the buildings thereon.

Generally accepted usage should be applicable in defining all

Avher terms used in this study, except as modified by the overall

context.

The Probable Value and Importance of the Study

This study will determine the adequacy of current methods and

sources of long -term debt available to colleges for consideration pur-

poses. Models of programs to correct some of those existing deficien-

cies, as defined by the study, will be developed and presented in the

appendices.

The material developed by the study, both in confirwing and

defining the existing problems, and in developing the models, may be

of value to the field as a general point from which thinking could

start in the development of solutions to individual problems.

The data collected to test the hypotheses may be usefut as

the basis for developing new federal or state legislation. The study
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could serve as a ready reference to the possible level of acceptance

by colleges and lenders, of such plans. Models of possible legislation,

developed and presented in the appendices, may be used as a place for

lawmakers to start in formulating legislative proposals. The entire

study could be of value as the factual basis for a planned lobbying

effort by college representatives to implement either one or both of

the pro6ram models.

The data in this study should indicate to lenders that there may

8

be a demand for long-term loan funds for college construction. It is an

area that may well warrant more promotion and development by individual

lenders. The financial community often,comes under pressure to par-

ticipate more fully in the solving of the nation's problems. In fi-

nancing college constructian, the financial community would be contributing

to solving one of the

Review of Remaining Chapters

Chapter II reviews the available literature of the field,

presenting it by broad subject groups. These subjects are presented

in such manner that each can be used as a condensed information base

without the necessity for cross referencing to other topics, when

addressing basic questions. Much data was collected, even though the

amount of usable information gained was not in the volume that had

been expected.

Data Gathering and Analysis is the title of Chapter III. The

procedure used to gather data, including a definition of the census

from which the data was obtained, is presented. The chapter also

contains a full discussion of the statistical analysis used to test

the hypotheses.
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Chapter 1V prpsonts the statistical analysis of the data

collected, and discusses the narrative responses that were received

during the study. The statistical data is summarized on four tables

included in that chapter.

The conclusions and recommendations for further research are

contained in the final chapter. It also summarizes the data presented

earlier, along with some of the procedures used in the study.



CHAPTER II

SURVEY OF RELATED LITERATURE

The literature related to the.general problem of borrowing

money for long periods of time to pay for construction or renovation

of private college buildings is very limited. An indepth study of

this literature revealed no publication devoted exclusively to that

problem. In order to provide a co,nprehensive review of the litera-

ture related to the topic, as much of the field of school financing

as possible was considered. Much literature is available relating

to the procedures used in the financing of tax supported schools and

colleges, but little of tnis information is directly, or even indirectly,

transferable to the question as related to private colleges.

In an attempt to develop all possible sources that might add

significantly to this research effort, over sixty sources were contacted

by mail to obtain reprints of journal articles, a number of biblio-

graphies and abstract service publications were reviewed, and municipal

and university libraries were personally visited in seven states. A

great deal of information was obtained from the U. S. Second District

Congressman fron Colorado, pertaining to governnental programs.

The literature review considered specifically eleven major ques-

tions relating to the basic topic. After introducing the problem, it was

desirable to explore the available literature to determine that a need

for additional facilities and borrowed funds does actually exist. Then

it was of interest to corlsider w,y lolg-tern debt was once considered to

10
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be unacceptable, and why this belief may now be changing. The two types

of buildings found on every campus, nonrevenue yielding and revenue

yielding, were explored to determine the special problems related to

each. The sources of funds and methods of financing were presented in

some detail and two different applications from other fields were

exhibited hypothetically. The last items considered before the summary

were those of length of loan, equity required, the treatment of deprecia-

tion and considerations pertaining to financial feasibility.

Introduction

Johns and Morphet have indicated the importance of the educational

concepts which stated that everyone should have equality of opportunity

for the kind of educational program which best meets his need (20:5).

Such opportunities should be provided in nonpublic supported schools

and institutions of higher learning, as well as public schools. Public

institutions of higher learning, they have reminded us, should be largely

supported by public taxation, while nonpublic colleges should be

supported on a voluntary basis from other than public tax funds. The

Chamber of Commerce has acknowledged that education is an investment in

people and schools must be adequately supported and financed in every

part of the world (37:2). Eulau and Quinley, in one of their surveys,

asked a group of legislators and officials where the "greatest need for

additional funding" lay (12:78). The most frequently mentioned need was

the need to allocate new funds for construction.

In Canada, Waines has slated:

It is clear that very substantial amounts of money will be
required in each of the next five years to meet the capital needs
of universities and colleges if they are to accommodate the student
enrollment and provide accoanodation for additional staff, research
facilities, residents and other services (34:35).
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The Carnegie Commission recommended:

....that private colleges prepare to accept in the next decade an
increase which will, nevertheless, allow for a small decline in the
proportion of private to public college enrollments between five and
eight percent (21:55).

They were convinced that most private colleges were viable. They felt

that higher education as a whole would be more effective and efficiently

provided if a dual system of private and public colleges was fostered.

They stated that on the whole, private colleges are capable of growth and

utility.

Russell stated:

In most colleges and universities the construction of new
academic buildings is an extraordinary event, an affair that does
not occur every year, and for that reason special arrangements are
usually necessary for the financing of the construction (33:339).

Special arrangements for financing would generally include some level of

borrowing.

Since it appears that private education may be a desirable, if

not a necessary, part of the American higher education picture, it

may seem strange to be concerned about the problem of borrowing to

finance the construction of buildings at these colleges. Individuals

and businesses borrow routinely for less worthwhile activities. Where

then does the problem lie?

Part of the problem is that portions of the lending community,

along with some educators, believe private education is in a financial

crisis. They are aware of authorities in the field such as Jenny and

Wynn, who have stated:

As we are writing the text of this report we are once again aware
of a sense of crisis within higher education circles. At the very
noment when higher education is struggling with its identity, there
is also increasing talk of financial troubles, of substantial defi-
cits, and even of the insolvency of even larger numbers of private
colleges and universities (19:vi).
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Rivlin has pointed to the "sub- crisis" in higher education that

is created by the special problems of private colleges, especially small

liberal arts colleges, whose costs have risen to the point of placing

them in increasingly precarious financial positions (32:6-7). She also

stressed that many persons view the financial distress of private

colleges as a disaster for American higher education in general. The

National Catholic Educational Association has concluded:

Unless some kind of financial solution or assistance comes forth
soon, many private colleges And universities cannot hold back the
consequences of recent and current deficits, much less play a
dynamic role on the American education scene (25:26).

Then the problem is partly seen as one of rapidly rising costs.

Orwig commented that there were a variety of factors contributing to the

rising cost per student (26:2). These included rising faculty salaries,

need of capital expansion, expansion of more expensive graduate education,

and a general inflationary trend. All of these problems, and others, have

caused a number of colleges to actually close. These included Monticello

in Illinois, Cascade in Oregon, Hira:n Scott and John j. Pershing in

Nebraska, Midwestern University in Iowa, Silvennine in Connecticut, St.

Joseph's in Maryland, the Mills College of Education in New York, Cardinal

Cushing in Boston, and a number of others. Enrich and Tickton pointed out

that:

In December 1970, the Carnegie Co.aission reported that
two-thirds of the private colleges and universities in the country
were financially troubled or heading for trouble. And the American
Association of Colleges reported that half of the private colleges
in the U.S. already had or were expecting deficits (13:5).

While the authors have hastened to point out that there is serious

disagreement in the field regarding the actual financial condition of

private colleges, there is no reasonable .doubt that, as a group, private

colleges are in trouble financially.
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Need for Additional Construction

The actual need for additional construction is difficult to deter-

mine since the decision to build can be put off from one year to the next,

almost indefinitely, in many cases. Need can be determined by a variety

of methods including determining the current size of the market and number

of loans outstanding. Another way to determine need is to estimate the

useful life of existing buildings and plan for their replacement at

current market costs, showing whatever adjustments should be allowed for

changes in population, trends in enrollment and more or less efficient

use of available buildings. While the author was unable to define the

need in specific terms through this literature search, the following

items strongly suggest that the need for additional construction on

private college campuses is real.

Harris estimated that needs for construction for higher education

facilities (private and public) for the 1960's was between $12,000,000,000

and $33,000,000,000 (18:322). In the period from 1955 to 1966, it has

been stated that the capital outlay for construction by public school

systems increased almost twice as rapidly as the composite construction

.cost index, therefore indicating the existence, during that period of

time at least, of a significant need (80). Calkins has pointed out that

the government made loans for construction to over 500 colleges during

this period 1951 to 1957 and expenditures for plant and equipment in all

institutions of higher learning during the school year 1955-56 were over

$800,000,000 (5:191). Castetter reported that between 1958 and "the

end of 1965, not less than 950,000 new (classroo:ls) would be needed to

house A orican school children" (6:3). Keeton stated that between the

beginning of 1955 iid the end of 1956, 243 additional private colleges

had been established in [ulerica and that in 1966, sixty-four per cent of

./
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our institutions of higher learning were private (21:55).

In 1966, Patterson and Longsworth reported that the new Hampshire

College in Amherst-Hadley, Massachusetts, would "need funds on the order

of $29,000,000 to plan and build a campus for 1440 students" (23:242).

Plans might require up to one-half of the cost be borrowed incurring an

annual debt service per student of approximately $1,000. Burke and Weld

found that the long-term debt for higher education nationwide averaged

thirty-two dollars per capita (4 :19). That figure may refer only to

annual debt service.

Crossland has reminded us that America's higher education enter-

prise is larger than ever before and is still growing. He stated that:.

During the twentieth century, enrollment, staffing, and physical
plants have doubled every twelve to fourteen years. Today, this
higher education industry requires the services of perhaps a million
people who are trustees, administrators, teachers, and custodial
personnel. They are at some 2,600 institutions enrolling more than
eight million students and annually spending billions of dollars.
The sheer size of this enterprise makes it a challenge for all of
us responsible for its continuing development (60:1).

The normal replacement and renovation of the facilities referred

to by the figures cited in the above paragraphs, may by themselves

suggest a significant current need. This does not take into account

that portion of the earlier need that for some reason or other still

remains to be satisfied in the future. If only a modest amount of this

need is provided for through borrowing, the total amount of debt outstand-

ing will increase substantially, as well as the requirement for funds to

borrow.

Attitudes Toward Borrowing

When one considers that this country's entire economy is based

on the wise use of credit, it may be hard to believe that private colleges

as a group have not always been agreeable to borrowing, no matter how
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acute the need, or worthwhile *he e end'result (80). Many private colleges

still share this attitude, but more and more are coming to view borrowing

as just another acceptable method of financing available to them under

certain circumstances (79).

However, first some of the reasoning for considering borrowing

to be unacceptable under all circumstances are presented. In 1S44,

Russell stated that aboUt half of the indebtedness carried by American

colleges was for construction of new buildings (33:342). He warned that

a debt of that sort was such a menace to the future stability .of the

institution that every effort should be made to avoid it. Particularly

in the case of academic buildings, which had : ,Irovision for an income

that might be used to carry the interel- Aness, it was

necessary to avoid financing by means of borrowed funds. In this

example, Russell chose not to explore the question to arrive at sol-

utions, nor even to specifically define why debt was bad. He simply

stated the bias of the times.

Castetter has pointed out that, "The cumulative efforts of indebt-

edness for public education are not always favorable, despite educational

.improvements made possible by its use" (6:3). Moreover, he statc(1 that

payment of maturing bonds and interest has necessitated, in some

instances, drastic cuts in school current budgets, resulting in curtailed

educational programs, salary reductions, heavier teaching loads, and

demands for general retrenchment. Unsound debt administration creates

conditions conducive to waste and misuse of public funds, reduced credit

standings, fewer educational opportunities, demands for retrenchment,

financial losses to investors and bond brokers, and a host of other

factors which ulti.lately affect the welfare of the school child and
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defeat the purposes for which the school exists. However, he makes it

clear that he is not against all debt, only that which is unsoundly

administered.

Reasons for schools not borrowing have been listed by Chambers

(8:32). They included the fact that rapid technological advances tend to

make buildings obsolete long before the debt is retired, and needs for

facilities to house new academic programs are generally undefined because

of the rapid change in the knowledge available and required. The simple

fact that, even at low interest rates, the interest paid over a number of

years equals or exceeds the amount of the construction, has deterred

many schools.

Essex has pointed out the possibility tha borrowing may tend to

encourage extravagance (11:32). Since the amount that can be borrowed

to be repaid over a number of years is generally substantially more than

could be obtained on a cash or "pay-as-you-go" basis, borrowers are

encouraged to give less consideration to the total project cost.

Jenny and Wynn, in their study of forty-eight private colleges,

believed they detected:

....evidence of increasing difficulties and future financial pres-
sures which are of a more serious nature. In particular we are con-
cerned about the built-in fixed costs brought about by debt service
and plant construction (19:5).

In other instances the repapnent of debt adds another fixed cost there-

fore limiting the ability of the college to change.

In the assumptions presented in the first chapter, it was recog-

Q
nized that a college generally should not go into any more debt than is

necessary. However, it is also assumed that borrowing is not necessarily

undesirable under all circumstances. In fact, under certain circumstances,

it may be highly desirable, for some or all of the reasons reviewed below.
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Cat:totter stated that:

Despite attendant difficulties, the practice of borrowing money
for educational purposes has become so thoroughly established that
it appears to be a normal function of school boards, particularly
in financing capital improvement programs (6:2).

He has further stated that before any form of debt is created, a clearcut

case of need should be established. After the need is established, It is

his opinion that, "In some circles the notion exists that all capital

improvements should be financed by long-term borrowing" (6:6). Castetter

and Ovsiew also have reported this as a "notion." They have stated that,

"For a community to use its credit wisely is not an economic crime"

(7:174). These generalizations, favorable to borrowing, should serve to

point out that there is a wide difference of opinions on this question.

A reason for debt as pointed out by Chambers is that by financing

academic buildings by pledging future student fees to retire the indebt-

edness, the result is to shift the cost of the academic plant from

someone else to the students, on the seemingly plausible theory that the

buildings should be paid for by those who use them (8:29). (This point,

like so many others made in this section on attitudes toward borrowing,

could be used to support the opposite contention by simply changing the

emphasis).

Certainly, the total annual expenditure will be held clown by the

use of limited long-term debt as Handler has pointed out (16:72). Even

though the interest may double the total cost of a project over its

forty-year repayment life, the amount budgeted each year need only be

one-twentieth of the capital cost of tIle building, therefore reducing the

drain on the current available. cash.

Another reason, or justification, for borrowing, is set forth by

Longsworth and Patterson, as they presented the conclusion that the
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average endowment income for all private colleges was about $150 per

student per annum (23:236). Distribution is heavily in favor of a few

institutions. In other words, the average private college does not have

enough income from endowments to finance construction without additional

sources of capital. These additional sources of capital may well be

borrowed funds.

Inflation was an item discussed by Jones. He felt that with

building costs growing so rapidly, colleges would be well advised to

borrow money today and trade the interest costs for the increased con-

struction costs. "If you are going to build," he said, "now is the time"

(41:52). Security economist. Kaufman also commented that:

The fears that government will not quell the high rate of
inflation have, among other things, contributed to the binge in
consumer spending and the increasing willingness to incur debt
at a record-breaking pace (75:1).

So long as inflation continues at a high rate, colleges will be paying

back debt with less valuable dollars.

To sum up, Essex has pointed out that school building should be

financed on a basis that is fair and just to all concerned (11:33).

Borrowing is fair and just under sane certain conditions and unfair and

unjust under many others. The field must strive to develop financing

methods and philosophies that are fair and just to all.

Comparing Revenue and Nonrevenue
Yielding Buildings

Chambers has explained that:

Buildings for educational purposes are of two distinct classes
from the viewpoint of their financing and uses: 1) academic or
nonresidential buildings (which do not produce any regular income
from rental) and 2) nonacademic buildings in which a large part
of the space is regularly leased to rent-paying tenants, lodgers,
or other users (6:25).

Revenue producing units included dormitories or residence halls,
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athletic plants, student unions and a whole range of student-service

buildings. Since these generate income they may be facilities that can

become self-financing. The Federal College Housing Program, for example,

is limited to self-financing structures. Many revenue producing facili-

ties are financed by loans to be repaid from revenues earned, on a "self-
,

liquidating" basis in the sense that they will eventually "pay for

themselves."

While the financing of revenue producing projects may be somewhat

different than financing academic buildings, there is no assurance that

problems will not arise. Russell pointed out that, "The first caution to

be observed in undertaking a building project on this basis is to. make

sure that the enterprise is really self-financing" (33:346). He pointed

out that the mein 1L .,0e income will be received if the plant

facilities are provided is not necessarily an indication that the building

will pay the full cost of its operation and leave a surplus which can be

used to repay the original cost. Careful consideration is therefore

needed before an institution rushes into a construction project on the

presumption that it will be self-financing (33:346).

Problems that have arisen to hinder repayment from revenue produc-

ing units include the loss of revenue from attendance at athletic events

when the team has a bad year, a change of student attitudes that might

leave a dormitory far from full, or a decline in enrollments that would

cause a decrease in revenue derived from services to students. If revenue

,decreases below the level necessary to operate the facility and pay debt

service, the college must obtain funds elsewhere to keep the mortgage on

the building from being foreclosed.

There is, however, far from a unnnimons agreement on how revenue
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producing units should be financed. While on the surface it may seem that

the best answer is to have them set up on a self-financing basis,

questions do arise. In the early 1960's there was a great deal of con-

struction of student residences and student service facilities in Canada,

largely financed by loans. Bladen stated that many were concerned that

self-financing would put room and board charges beyond the reach of a

large number of students. He indicated that:

In practice, most universities indicated their intention to
keep their residence charges as low as possible. They would like
to service the loans in whole or in part from general university
funds (35:46). .

To plan to repay the debt in part from general university funds would

seem to be a more flexible method than requiring that the project must be

entirely self-financing. Again, it is evident that each project must be

evaluated individually, as few projects meet all the requirements necessary

to accept any financing method as a generalization without careful study

and necessary modification.

The other class of buildings on campus is the academic or non-

residential building. Harris said that, "Perhaps the toughest problem

is the financing of nonrevenue yielding buildings" (17:66).

Chambers has tended to support this by stating that:

....structures to house classes, seminars, laboratories, libraries,
lecture halls and faculty or administrative offices carry with them
no expectation of income from their operation and therefore can not
be self-liquidating (3:27).

Financing the costs of nonrevenue yielding buildings is therefore a one-

way operation from which the institution expects no return. It must

obtain the necessary funds from such sources ris Ofts, legislative appro-

priations, student'rees, or some form of borrowing. If "some form of

borrowing" is used, the proble!il relining is still one of repayment, but

the college has one less option--the project may not be self-liquidating.
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Therefore, other sources for repayment must be developed, but these will

not be explored here.

Sources and Methods of Financing

Sources and methods of financing are considered descriptive in

nature in this section and are used interchangeably.

There are many sources that a college should explore in its search

for long-term loan funds. They include local banks, pension trusts and

insurance companies, bond underwriters for taxable bonds and tax-exempt

bonds under revenue ruling number 63-20, state higher education building

authorities and federal government loan programs.

Castetter and Ovsiew stated that, "The notion is widespread that

all capital improvements should be financed by long-term borrowing" (7:171).

While it is true that many capital outlays are financed by long-term loans,

the capital need contains no intrinsic factor which dictates the method by

which it is to be financed. They indicated that it was quite conceivable

that any one or any combination of methods might be employed in financing

capital needs.

Corbally stated that, "This discussion should also make it clear

that the mechanics of borrowing money for school capital outlay purposes

are quite involved and technical" (9:228). This will probably become

increasingly evident as other phases of the borrowing process are des-

cribed. He strongly recommended the use of a bond attorney or other

financial consultant, and colented on the strange but true occurrence

that experienced adlAinistrators almost always seek assistance while the

novice is likely to overlook this sort of aid. Barron also indicated the

need to obtain help in the form of an agent, who will act as a "finder"

and negotiator, in securing financing (56:65).
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Local banks

Killenberg said, "Of the sources available for borrowing, the

local banks are the first group to be considered" (67:56). The biggest

advantage to financing locally may well be that the school is dealing with

someone who is familiar with them, and the local banking community can

be assumed to have a strong interest in local community institutions.

Other advantages are that there are generally no special fees involved,

there is considerably less red tape, and the funds
t

usually are more

rapidly available than from any other source. Offsetting these advantages

may be a higher interest rate, and the fact that the total funds available

may be somewhat limited.

It was stated by Barron that in some instances banks do have excess

funds and might make term loans for as long as ten years (56:80). While

these might not be generally available, banks will sometimes be willing

to carry the first seven years of the financing, and arrange with an

insurance company to carry the loanifrom the seventh to the twentieth

year. He commented that:

Banks are usually flexible with respect to principal payments
prior to maturity and generally are willing to permit prepayment
without any call penalty as long as the proceeds for such purposes
are not obtained from a loan from another bank. An added cost of
such loans, as compared with other types of loans from nonbank
lenders, is the cost to carry a deposit account as a compensating
balance (56:81).

It appears that in the opinion of Barron, the local banker should

be the,school's first contact. That contact may well become the actual

source, or lead to one of the sources of funds.

Pension trusts and insurance companies

Pension trusts and insurance companies have been a major source

of building financing for years, Both have lar6c sums of money which
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be invested. Some will purchase bonds issued by the school, and others

will make mortgage loans directly to colleges. However, because this is

such a large, well known field, further specific reference will not be

made about it, except to recognize that the college's insurance company

should be contacted early, as well as its local banker.

Bonds

Long-term instruments of indebtedness efe known as bonds. As

Corbally has explained:

Essentially, a bond is an instrument of indebtedness with a
specified face value and contains the promise of the school to
repay the face value of the bond (the principal) plus an agreed-
upon interest within a specified period of time (the teen of the
bond) (9:228).

Bonds are called serial bonds or term bonds depending on whether both

interest and principal are paid throughout the term of the loan, or only

interest, with the entire principal being due at the end of the term.

Bonds are also classified as secured (mortgage bonds) or nonsecured

(debenture bonds). A private college will generally attempt to issue

revenue bonds secured by the new building (80).

Much financing by private collegeS will be by the sale of taxable

revenue bonds. These instruments are becoming more popular as a means of

securing funds. Killenberg has explained, "Revenue bonds quite frequently

can be issued for a lower interest rate and for a longer period than funds

obtained through the local bank" (67:56). They often can provide a

larger total loan than that obtained through local banks.

Tax-excapt hoods 4la iy be issued by a not-for-profit corporation that

meets five requirelents set forth by Revenue Ruling Number 63-20 issued

by the Internal Revcnue Service on JrInuary 1, 1963. The ruling required

that 1) the corporation's activities [lust be essentially public in
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nature, 2) it must be nonprofit, 3) its income must not inure to any

private person 4) a state or political subdivision thereof must obtain

title when the debt is paid, and 5) the issue must be approved by that

political body. Sears pointed out that the bonds do not have the full

faith, credit and taxing power of any political subdivision so the revenue

generating ability of the college must be strong (72:129). Since the

interest income is exempt from all federal income taxation to the inves-

for who receives it, the college can place it at a effective
1

interest rate cost. Also, such bonds may have a life of up to forty

years. When the institution is debt "free and clear" it must be trans-

ferred tq,the political body. however, as Van Meter indicated, the

municipal entity may own and operate the institution, it may transfer it

to someone else to operate, or it may simply return the institution to the

operating corporation (local law allowing) (70:8). Also, since it will be

thirty to forty years before the government takes title, this delay may

make any practical objections almost meaningless. To date, this method

has been used very little, if at all, in the field of private higher

education.

Tax-exempt revenue bonds issued by an educational authority are

gaining some publicity in educational and financial circles. Becker

has described educational authorities as state or local agencies:

....e,1powered to raise funds through the sale of tax-exempt revenue
bonds to finance capital improvements at private, nonprofit institu-
tions providing a program of education beyond the high school
level (73:1).

Be further stated that hods issued by the Authority are not obligations

of the State or the Authority, but are secured by and payable solely from

revenues pledged for prly7.ent in accord with a Bond Resolution and Trust

Indenture. It vfls felt fiulacing capital iproveolents through such
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an Authority could result in a savings in interest costs of as much as

two per cent. Creation of an Authority makes another type of financing

available to colleges. Most authorities include the ability to finance

both educational facilities and health facilities (hospitals), but most

authorities appear to be used almost exclusively for one type of facil-

ities or the other probably due to the political situation (76).

In 1973 Kavanagh, a leader in the field of educational authorities,

identified fifteen states that had adopted legislation creating state

health and/or educational authorities, designed to aid private nonprofit

educational institutions in raising funds for construction or improvement'

of facilities or for refinancing outstanding debts (76:1-2). He felt the

advantages included lower interest costs, financing over longer terms,

relative ease in raising money, lower "up-front" expenses as compared to

other types of loans, and the availability of funds pr1::: to otart of

construction. This eliminates the usual costs of independently financing

the project 'during the construction period. Another significant advantage

is that the property is mprtgaged or, if conveyed to the Authority,

reverts to the institution when the loan is paid. Note that this is

different in this respect from the 63-20 method described earlier.

Refer to Exhibit I that outlines sample provisions of a State Educational

Facilities Authority Act.

The ria jor objection to Authorities as seen by some investors has

been that the bonds are not backed by the "full faith and credit" of a

government subdivision. In New York, one of the states that currently

has a bonding authority, sale of the Asseblyen have been advocating

bondfng with a state guarantee of the debt (12:73). This action would lend

to lower interest rates because it would decrease the investors' risk.
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However, passage of such legislation is not currently considered very

likely because of the possibility of a state having to purchase sane

defaulted bonds. Hudson, In his study of the Indiana school finance

picture, found that there were no state guarantees against possible

default of school bond obligations, and recommended that a study be made

of the feasibility of state guarantees of local bonds (40:214).

Lease-rental obligations and supplementing local bond issues with issues

of an cuthority, comnission, or agency of the state were also to be

studied.

Federal loan programs - Keneral

There are only two basic Federal governmental loan programs,

which have as their purpose, the construction of buildings on college

campuses. They are the Department of Housing and Urban Development (FHA),

College Housing Program, and the Department of Health, Education, and

Welfare, Office of Education, Higher Education Academic Facilities

Construction Program. These will be called the housing program and the

academic buildings 'program. Referring to an earlier section of this

chapter, the housing program is for revenue-producing buildings, while

the academic buildings program is for nonrevenue yielding buildings.

College

There are direct three per cent interest government loans made

to public and private nonprofit colleges, and there are grants to reduce

private loans to an effective three per cent interest rate. Rivlin

described the Housing Act of 1950 as authorizing:

....the federal govern7nt to make long-term loans to colleges and
universities for the construction of faculty and student housing,
ineluding dormitories, apartments, units, and improve-
ments to existing residential buildings (32:101).
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All nonprofit institutions of'higher education, both private

and public, were declared eligible to apply for the loans. The program

got off to a slow start since, due possibly to the influence' of the

Korean War, it was required that all loans be defense - related all had to

go to colleges expanding their ROTC units, working on defense contracts,

and the like. After the close, of hostilities, most of these restrictions

were removed in August 1953. The amendments of 1955 expanded the eligible

projects to include cafeterias, dining halls, student unions, infirmaries,

and other service facilities, as well as actual housing. By June 30, 1959,

fifty-four per cent of the eligible private nonprofit four-year institu-

tions had applied for college housing loans. Of the 1,089 private

institutions who applied by June. 30, 1959, it appears from Rivlin's

figures that 685, or slightly over sixty per cent had been approved

(32:103). Calkins agreed with these figures stating that, "From its

inception in 1951, to 1957, loans of $583,000,000 to over 500 (private)

colleges and universities have been approved" (5:191). The Housing and

Urban Development Act of 1965 continued the college housing loan program

with no basic changes.

The Educational Facilities Laboratories staff comment that,

"The College Housing Branch of the U.S. Department of Housing and Urban

Development (HUD) sees remodeling of existing dormitories as the big

challenge for the next decade" (39:21). Because there has been a great

deal of talk about renovation but very little action, the department

suggested colleges should lake rvlevations extensive enough to create a

significant change in living patterns. However, it also suggested that

this change not be so extensive that the beaded indebtedness beele

unwieldy. They conted that nest der,literies carry an existing debt

of $2,000 to $5,000 per student. According to HUD, it is economically
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safe for a university to increase this- indebtedness to between $7,000

and $8,000 to finance renovations if necessary. It was not mentioned

how many of these dormitories currently had a HUD loan on them that were

in danger of default if they were not renovated so that the students

would move back into them. Refer to Exhibit II which outlines sample

provisions of a program to insure private loans made to eligible colleges.

I

Academic facilities loans

The other major federal government loan program for colleges is

the Loans for Construction of Academic Facilities, administered by the

Department of Health, Education, and Welfare (HEW), Office of Education.

In 1958 Harris contended that the federal housing program provided

loans for dormitories, but a new federal program to provide grant-in-aid

support for academic building was sorely needed (17:66).

More than two years after the enactment of the college housing

program, the Higher Education Facilities Act of 1963 (Public Law 88-204)

was passed on December 16, 1963. It is to provide grants to reduce the

cost of borrowing from private sources for construction, rehabilitation,

and improvement of academic facilities. Public Law 88-204 required the

applicant to finance at least one-fourth of the development costs from

nonfederal sources (44:9), the 1966 amendments in Public Law 89-752

siiTly extended the original law by three years (45:3), and Public Law

92-313 passed in 1972 further amended PL 88-204 by extending it to June

30, 1975, and adding mortgage insurance for private loans made to non-

profit institutions of hiller learning (46:61-63).

Table 1 indicates Approximately $400,000,000 in loans. If the

need is well over $12,000,000,000 as pointed out (irlier, this program

or one similar need to he studied for possible expansion.
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TABLE 1

LOANS FOR CONSTRUCTION OF ACADEMIC FACILITIES UNDER TITLE III
OF THE HIGHER EDUCATION FACILITIES ACT OF 1963

(Public Law 88-204, as amended)

Number of Amount of
Number of loans made to Amount of loans made to
loans made schools in loans made schools in

Year ending throughout Colo., Kans., throughout Colo., Kans.,
June 30* the nation Mo., & Nebr. the nation Mo., & Nebr.

1965 132 5 $107,706,000 $2,503,000

1966 143 8 99,789,000 4,837,000

1968 240 8 150,000,000 4,295,000

1969 39 2 7,799,000 206,000

1970 10 none 4,773,000 none

1971 21 2 13,728,000 839,000

1972 19 2 11,074,000 1,230,000

Totals 604 27** $394,869,000 $13,910,000

* Information for 1967 is not available

** 1 Colorado, 7 Kansas, 13 Missouri and 6 Nebraska. All but one of
these colleges were private nonprofit.

Source: U.S. Department of Health, Education and Welfare, Office of
Education, unpublished annual internal management reports
obtained by U.S. Congressman, Donald G. Brotzman (R-Colo),
October, 1973.

Chambers co.nnented that in recent years both private and public

colleges and universities have had accosible to t1.1 a tier appropriate

circumstances both outright grants and low )n agencies

of the federal govern:lent (8:33) . Those ed at least part of
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the cost of specific types of academic facilities.

Not only are these provided for under the Higher EduCation

Facilities Act of 1963 and in its extension in the Higher Education At

of 1965 (and 1972); they are also found in contemporaneous acts relating

especially to facilities for education in the medical and paramedical

professions. And in the several other acts of recent years authorizing

and funding programs of contracts and grants for university and college

research projects and related enterprises, available from more than half

a dozen major federal agencies, a substantial but apparently not

precisely ascertainable fraction of the total of federal funds is lawfully

used for necessary new physical facilities.

It appears that in the near future many, if not most, of the

above-mentioned federal aid programs may be consolidated under one

federal legislative authority giving much greater responsibility to the

state and local governments for administration of the program.

Summary of sources and methods of financing

While the possible sources and methods of financing are limited

only by the individual school's imagination, some generalizations are in

order. It appears best to approach the local banker and others whom the

school has done business with, first, early in the planning phase. The

bank loan, if it can be obtained, may be the easiest and least expensive

method, Taxable revenue bonds appear to be the most popular method in the

past, but new tax-exempt schemes, while not heavily used to date, offer

the promise of oumerous benefits as the Eield beccrles morr.'iamiliar with

their use. Federal covevIment programs have been well received in the

past, but may have fallen short of meeting the need. There is great

current interest in goverrent loan pro1-r;Ims, so new loan prorams will
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quite possibly be developed in the future.

Leneth of Loan

Castetter and Ovsiew have said that there is no precise index for

measuring the term for which indebtedness should be contracted (7:175).

The following opinions, however, are common:

1. Twenty-five per cent of the debt should be retired within
a five -year period. This is tantamount to the provision
which holds that school indebtedness should be liquidated
within a period of twenty years:

2. The life of the debt should not exceed the life of the
improvement.

These arelrules of thumb and may be appropriate in many instances.

However,.it is quite apparent that they cannot be followed blindly. For

example, if the estimated useful life of a school building is fifty

years, following the latter index to the allowable extreme, would keep

many school districts in perpetual debt.

In some cases, the practice which. is followed is that of taking

advantage of the maximum term of indebtedness permitted by law. Because

many statutes permit bond issues to run for thirty years, this maximum

term is often adopted by school districts.

A more realistic index than the foregoing may be district financial

ability. If indebtedness can be retired within a ten-year period without

affecting unduly the educational program or the debt margin, a longer

term should not be necessary.

Calkins reported that in 1959 the college housing loan program

authorized fifty-year loans (5:191).'; The moxNum practical limit in 1972

appeared to be forty years. Public Law 88-204, as amended, also sets

forth fifty years as the maximun loan repayment period under the Academic

Facilities Prourlm (44:9). Kavan:Igh pointed out that the iaaximun term
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under most state educational authorities is forty years (76:4). Kenny

said that in the hospital financing field, which has much inlcommon with

the educational facilizies financing field, the maximum termiis fifteen

to twenty years (77:8). The FHA Insured Loans for Hospitals Program is

twenty-five years as a maximum mortgage life.

It is, therefore, difficult to determine. what the length of a

college's indebtedness should be since so many factors are involved.

Hudson however, recommended simply, "The length of the term of a bond

issue should be as short as practical" (40:214).

Equity Required

It is always difficult to determine what the maximum per cent of

the total project costs should be borrowed.

Kavanagh pointed out that under a state educational authority,

"equity requirements are low--it is conceivable to finance 100 per cent

of a project" (76:2). FHA type government insured mortgages generally

require ten per cent nonborrowed equity, while the Academic Facilities

Loan Program, Public Law 88-204, requires the applicant to finance at

least one-fourth from nonfederal sources (44:9).

The Carnegie Corlission in 1910 (36:72), and Fein and Weber in

1971 (14:203), agreed that medical colleges have a very difficult time

raising the fifty per cent equity required by most go ;ernment- supported

medical school financing programs, and recommended that the equity require-

ment for medical colleges be lowered to twenty-five per cent or less.

Most private leaders require twenty-five to fifty per cent non-

borrowed equity. While this may be reasonable, it does make it difficult

for the college to satisfy the requirements for receiving the loan. It

apdears that the ,::aunt of equity required should be as high as po;',ible



34

but not so high that the college cannot take advantage of the needed

financing.

Treatment of Depreciation

Depreciation is a term used in accounting to show the expiration

of a fixed assets fund of usefulness. As a building wears out, the

accounting records show a dollar amount expiring each'accounting period

(usually a year). At the time a building is put into use its useful

life must be predicted so that its depreciation may be allocated to the

several periods in which it will be used.

Items that influence the wearing out of a building include not

only the wear and tear and the action of the elements, but also the addi-

tional factors of inadequacy and obsolescence. Essex explained that

depreciation and obsolescence operate in a similar manner (11:22). As

sou as a building i3 constructed it begins to wear out or depreciate.

Nothing is more cer'.:ain or more regularly recurring. Obsolescence is not

so certain; it deponds upon the rapidity of the change in educational

philosophy a.r,ti procedure. Nevertheless, obsolescence, as well as

depreciation, must be considered in determining annual accrual cost.

While there are any number of ways to record depreciation, it is

satisfactory for purposes of this paper to simply explain the method which

divides the life of the asset by its replace!aent cost and records that

fraction of the cost to a depreciation account each year. This has been

done in industry for years. More recently, the hospital field has

charged ,depreciation to increase their charges to pati.Alts, which

increased their incoae and thereby was used as a source of additional

funds to be used to repay principal debt (76).

To lake a wornble estiirlte of the useful life of a building for
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depreciation purposes, it is necessary to know how long the building can

reasonably be in use. Harris said that, "Enterprise writes off its plant

in ten years where institutions of higher learning take fifty years"

(18:322). Linn, in 1934, stated that the useful life of fireproof, modern

school buildings was eighty to 100 years. Many educators today, if asked

to speculate on the useful life of a well-constructed and maintained school

building, might well guess forty to fifty years. What this estimate fails

to take into account is the shorter life of such things as air-conditioning

systems, heating plants and plumbing systems. The American Hospital

Association figured these items of fixed equipment wear out in twenty to

twenty-five years, where the concrete building will depreciate over forty

years (1:162). Therefore, given the high' percentage of major fixed-equip-

ment cost in any modern school building, it would be fair to estimate that

the combined depreciation charge would be four per cent per year or the

writing off of one twenty-fifth of the total project cost each year.

Morris said that, "As most colleges now keep accounts, the annual

operating costs do not include capital outlays for buildings" (21:58).

Jenny and Wynn pointed out that in a study of sixty private four-year

liberal arts colleges, "Accounting practices differ markedly among the

institutions in the sample" (19:vii). Wines stated that, "Some universi-

ties charge expenditures on renovations to capital account; some charge

them to operating account" (34:37). This points out that there is little

agree:rient in the accounting practices in institutions of higher learning

today.

This ma!ws it difficult to determine iictual costs. As Price

pointed out, it makes it impossible to set student fees on anything

resvmbling a cost basis so long as costs are not lao,,;n (28:196). Jenny

explained that because of inadequate accounting in higher education for
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the capital cost component, current statistics on education costs exclude

the bulk of capital costs in colleges (65:49). The Association of

Universities and Colleges of Canada reported that:

In accordance with any general practice of university accounting
it does not include any charges for depreciation, for extraordinary
repair or renovation expenses, or for capital improvements (2:18).

That omission of any capital element from the plant maintenance costs

obviously resulted in a serious understatement of the total cost of univer-

sity operation which must be kept in mind whenever the figures are being

reviewed or compared.

What is presented for consideration is the idea that in order for

the school to obtain funds to repay debt, students should be charged an

amount equal to the amount depreciated that year. This amount of money

would be placed into a fund from which a major portion of the debt repay-

ment and building renovation would be paid. There is a good chance that

additional amounts would have to be placed into the fund from other

sources, but this depends on many individual factors inclqding amount of

debt compared to the amount of facilities that are being depreciated, and

so on.

As Russell pointed out in 1944, charging and funding depreciation

"is not at all common in educational institutions" (33:344). But if the

pr'actice of charging depreciation is established, the National Committee

on Standard Reports for Institutions of Higher Education reco:nmended in

1931 that, "Depreciation funds should be represented by cash assets"

(43:16). Such depreciation funds would presumably be created by transfers

of cash iron (urrent fund accounts.

DctoylAj_ning_Financial Feasibility

It rIpdears obvious that no lender will make a loan Lo any college



without first determining how much of'a risk there is that the loan will

not be repaid. Every lending firm has a person, or group, who review the

requests for loans using their own criteria. If the request meets its

criteria the loan is judged to be feasible. If it fails to meet those

criteria it is rejected.

One reason for lack of attention to the private nonprofit college

field may be due at least partially to relative size. Public schools

borrow so much money that the term "school debt" may automatically suggest

repayment from general obligation tax funds. Individual school income

and management under such circumstances take on much less importance

when the debt is secured by tax revenue, Should this research have been

directed toward public school finance, the literature review may have

been many volumes long on this subject alone.

The researcher studied the many books on school finance listed

in the bibliography truly to find, at best, one-sentence comments or

incomplete references to other information sources, pertaining to deter-

mining the ability of a nongovernmental college to repay long-term loans.

This does not infer that such information is not available. It simply

points out that such information has not been published. Information is

available in great detail from many confidential sources that have had

much experience with the subject including lenders, consultants and some

individual colleges (see also Appendix D).

Sta.lary of Literature Review

This survey of related literature has presented the current think-

ing in the field about the problem of financing college facilities with

long-term debt, It has LccoAe :apparent that there is little agreement

on a nu_lber of ilpo rtant
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The literature revealed far less information than had been anti-

cipated. However, many sources were found to contain small items of

information relevant to the subject under consideration. When added to-

gether the value of the composite far exceeded the worth of the sum of

the individual items.

What is the actual need for new construction? What do the lenders

and colleges themselves think about long-term loans to private nonprofit

colleges? Are there adequate sources of funds to meet the needs, and

have satisfactory methods been developed to make those funds available?

It was indicated, for example, that substantial amounts of money

will be needed to meet the capital needs of colleges. Attitudes toward

borrowing to meet those needs, however, were quite diverse. One author

stated that some college administrators believed all capital improvements

should be financed by long-term borrowing. Others, however, pointed out

that many private colleges share the attitude that borrowing was not

acceptable under any circumstance.

Much discussion has been presented on each question but few

absolutes have been developed. It is, therefore, necessary to look at

,each proposed project as an individual, unique situation before coming

to any conclusion pertaining to it.



CHAPTER III

DATA GATHERING AND ANALYSIS

Procedure and Questionnaire Development

After developing the hypothesis and subhypotheses, two question-

naires were used to test them (refer to Appendix A).

One questionnaire was for the colleges and the other for the

lenders. To test some of the individual hypotheses, it was necessary to

have input from both colleges and lenders. Other hypotheses required

input from only one of the two sources.

Neither of the questionnaires was over eleven questions in length.

They were short questionnaires which included basic "Yes-No" type

questions. However, in addition to the "Yes-No" questions, respondents

were encouraged by narrative questions to discuss in depth the reasons

behind their answers. Therefore, each hypothesis could be statistically

tested, and information would be available for narrative presentation of

supportive material.

In order to maximize the return, a cover letter was developed to

introduce the study. The importance of the questionnaire and the reason

for the study was explained. Each letter was currently dated and individ-

ually signed. The recipients were assured that the questionnaires were

confidential.

The first mailing of the questionnaires was sent to ninety lenders

.ty colleges within a three-day period prior to September 24, 1973.

foci of three weeks following that date was allowed for the return of

39
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the questionnaires. Thirty-three colleges and forty-four lenders returned

questionnaires from the first mailing. Seven of the questionnaires from

lenders were not completed, so these were also included in the second

mailing.

At the end of the initial three-week period, on October 12, 1973,

the second mailing was made to twenty-seven colleges and fifty-three

lenders. The second mailing included the original questionnaire and a

reminder letter requesting cooperation. By November 2, 1973, three weeks

later, an additional seventeen questionnaires had been received from

colleges and twelve from lenders. The total satisfactorily completed

questionnaires received at the end of the six week period was fifty (or

eighty-three per cent) for colleges and forty-nine (or fifty-four per

cent) for lenders.

Some questionnaires were received after November 2, 1973. While

they were retained, no imnediate use was made of them in the statistical

analysis.

The College Census

Because of the relatively small number of colleges in the four-

state area of Colorado, Kansas, Missouri and Nebraska, it was determined

that the total population would be more valuable than a sample.

A census is the universe or "parent" population. In this instance

the finished return consisted of a sample made up of those in the universe

who chose to return the questionnaires.

The nr:::les for the colle3o cpnr..tis obt2ined by referring to the

listings in the National Center for Educational Statistics, Educational

Directory Higher Education, 1972-73 (47). All colleges indicating a

type of control other than federal, state, local and profit and
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indicating their highest academic offering to be at the "four or five year

baccalaureate" or higher, were included. There was a total of seventy-

nine colleges that met these criteria.

The list was reviewed and it was determined that nineteen of the

seventy-nine colleges did not meet the definition of a "small, nonprofit,

traditional college," and those were removed from the list.

Thirteen of those removed from the list were removed because they

were schools of theology and offered no other course of study. Two were

removed because they were specialized institutes of music and art. The

other four were removed because of their size. Their enrollments were

11,221, 9,158, 9,119 and 4,172 students respectively, and therefore by

definition not considered to be small.

The remaining sixty colleges on the list comprised the census or

total population as defined above. They had a total enrollment of 49,730

students in 1972. The colleges ranged in size from a low of eighty-nine

students to the high of 2,469 with the average (mean) size being 828.833

or 829 students. The median fell between the enrollment figures of 711

and 738, and the mode was 600 and 800, when the enrollment figures were

rounded to the lower hundred for each college.

The Lender Census

It was calculated that a statistically valfd random sample of the

entire nation's lenders, given the available listings, which are found

mainly in the directories of professional organizations, would require a

sample of clpproximately 285 institutions. Being a random sample it could

be assumed that a relative number of local lenders would be included.

Since one of the assuvtions of the study was that the college would

usually npproach a local lc'nder for counsel and advice, if not actually
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a loan, before going to nonlocal sources, it was decided that' a census

of the institutions in the three-state'area was acceptable for use as

the data base.

The questionnaire was sent to a census of ninety lending insti-
1

tutions geographically located in the states of Colorado, Kansas and

Nebraska. Due to the fact that these three states furnished a large

enough number of lenders, there was no need to include the state of

Missouri as was done in the college census.

The sample was developed by contacting, by questionnaire, every

appropriate institution listed by the Roster of Members in the 1973

Directory of the Mortgage Bankers Association of America (24) for the

states of Colorado, Kansas and Nebraska. Of the ninety-five names

listed, five were deleted as not being true financial institutions, or as

being branch offices of parent institutions included elsewhere in the

census. The Mortgage Bankers Association of America, from whose member-

ship the lender census was drawn, is an association whose purpose

includes preserving and improving the mortgage banking correspondent

system and encouraging its use il the making and servicing of mortgage

loan investments. The membership is selected from business organizations

(i.e., banks, pension funds, insurance companies, etc.) whose major

activities include originating, financing, closing, selling and servicing

mortgage loans on real estate (24:329).

It was assumed that while many lending institutions were not

members of this professional national association, the majority of the

larger, more active firms were included. These were the firms that would

be most likely Co involve themselves in financing the construction of

large projects including educational facilities.

While no attempt was made to geeralize outside of the defined
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universe, it must be noted that because of competition in the financing

field, there is little difference between a lending institution in one

geographical part of the country and another. Also, since it is common

practice for a number of financial institutions to "participate" (i.e.,

each firm or institution loans only a portion of the total amount of funds

required) in a loan, especially a large loan, local lenders often partici-

pate only in a small portion of the total loan amount. The other

participating lenders, are often located in a wide range of geographical

locations. In other words, the size, type and specific geographical

location of the lending institution would appear to have little effect on

the validity of this study.

It is recognized that this census or sample is composed of lending

institutions that generally make mortgage loans. This is to say that they

loan money which is primarily secured by a mortgage or first lien on the

property constructed. Bond or security houses, on the other hand,

generally specialize in the issuing of bonds, backed primarily by the

pledge of revenues, which are sold to firms or individuals as long-term

investments. It was assumed that this population was satisfactory for

the purposes of this study as the decision to use either bonds or mort-

gages is normally arrived at after the items considered by this paper

have been fully studied. It was also noted that many members of the lender

census have other departments, including those concerned entirely with

some facet of consulting about, underwriting or distributing institutional

bonds.

Fxplanation of Statistical Analysis

It is often desiioble to perform statistical analysis on data that

is derived fro,1 questionnaires. This data is nonpdrametric in nature as
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it does not depend on particular population parameters such as mean and

variance. Questionnaire data often do not conform to a particular

probability distribution. The Chi Square (X2) test is suitable for test-

ing hypotheses concerning frequencies, ratios or in comparing the

frequency of observed responses to the frequency of responses expected

under a particular hypothesis.

The null (Ho) hypothesis under a X2 test is that there is no dif-

ference in the observed and expected data. The alternate (Ha) hypothesis

is that the difference in observed and expected data is statistically

different. The calculated value of X2 is determined by the formula

k (0 -* )2
X
2
CALC * i where k is the number of discrete data categories,

L=1 *

th
C

Oi is the observed frequency in the i.-- category. The value of X 2
ALC is

compared with a table value for X2 with degrees of freeLlum (df) equal to

k-1 for an appropriate ot (alpha) level. Commonly accepted alpha levels

are 44 = 0.05 and x = 0.01. As a standard base of comparison, all statis-

tical tests conducted under this study will use °C = 0.05.

Comments on the Statistical Analysis

The data gathered from those institutions responding, represents

the results of the questionnaires that were sent to the entire census.

To make valid statistical inferences about populations by examining

samples, three criteria must be satisfied. First, each element of the

population must be identified; secondly, a census or random sample must

be obtained; and laily, the size of the sample must be sufficiently large

to warrant generalizing to the 1ar6er population. These criteria have

been met by this reearch study.

This study has ;vainly used research hypotheses as its "base," as

opposed to statistical, null or alternative hypotheses. The study may
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therefore include an undetermined number of type I and type II errors.

A type I error is one in which the hypothesis is true, but is rejected.

A type II error is one in which the hypothesis is false, but is accepted.

It should be observed that the larger the difference is between the

positive and negative answers on the "Yes or No" part of the question,

the less chance of the appiication of the decision rule resulting in

these types of errors.

Each hypothesis will be tested by the method defined and explained

earlier in this chapter, and accepted or rejected. Regardless of

acceptance, each hypothesis will be discussed using the narrative infor-

mation supplied on the questionnaire. The discussion of even a rejected

hypothesis should be of value.



CHAPTER IV

PRESENTATION OF FINDINGS AND DISCUSSION

Introduction

As summarized on Tables 2 and 3, a number of responses were

received pertaining to each question. Tables 4 and 5 summarize the

results of the statistical tests performed on the responses to the

sixteen questions examined in that manner.

The presentation of data section which follows explains in detail

the statistical tests and their results. The remaining portion of the

chapter is concerned with practical discussions of the responses to the

---rative sections of the questionnaires.

Presentation of Data

Basic Hypothesis:

More than twenty-five per cent of the colleges in the geographical

area covered by this study will need to borrow money to construct or

renovate buildings on their campuses in the future.

Question:

Do you expect to borrow money in the future' to cover all or part

of the cost of that construction?

Yes 15 No 21 Undecided 10 Total 46

Discussion:

It can be seen that over thirty-two per cent of total respondents

did anlicip,Ite borrowinz funds fur construction or renovation. Twenty

per cent were undecided while 3pproxi-ltoly forty-five per cent do not
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anticipate future borrowing.

The basic hypothesis is therefore accepted for df 1 and

QC 'z 0.05. It can be concluded that more than twenty-five per cent

of those colleges in the geographical area studied would need to borrow

money to construct or renovate buildings on their campuses in the

future.

Subhypothesis Number la:

Over seventy-five per cent of the colleges have received loans

for construction in the past.

Question:

Have you borrowed money for construction in the past?

Yes 47 No 3 Undecided 0 Total 50

Discussion:

This subhypothesis is accepted. Comparison of the observed

"Yes-Nom responses received to the expected responses under the hypothesis

would be forty-seven observed for "yes" and thirty-seven and one-half

expected, and three observed for "no" and twelve and one-half expected,

for a total in each instance of fifty responses.

It may therefore be concluded that the difference between the

olserved and expected values for the "Yes-No" responses is significant.

Based on the analyses conducted using the Chi Square test, it can be

concluded that over seventy-five per cent of the colleges have received

loans for construction in the past.

Srtbhypot t_rrr is NH :her

Over fifty per cent of the colleges plan to undertake additional

construction projects to ricet ne,.ds, in the future.

Queslion:
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Will it be necessary for your'college to undertake additional

construction in the future?

Yes 29 No 13 Undecided 8 Total 50

Discussion:

To analyze subhypothesis lb, it can be seen that twenty-nine out

of fifty responses, or fifty-eight per cent, indicated that additional

construction in the future will be necessary. Thirteen respondents

(twenty-six per cent) indicated that future construction was not antici-

pated, while eight respondents (sixteen per cent) were undecided. In

that those respondents who were undecided cannot be considered in either

the "Yes" or "No" category for this hypothesis, the hypothesis was again

tested using a Ch Square test employing only those responses that indi-

cate a firm commitment one way or another. Fifty per cent of the colleges

indicate that they plan to undertake additional construction projects to

meet future needs. Subhypothesis number lb is accepted.

Subhypothesis Number lc:

Less than fifty per cent of those intending to borrow money to

finance future projects (refer to the basic research hypothesis) expect

'to have some difficulty borrowing the amount they need.

Question:

Do you anticipate having difficulty borrowing the amount of

money you will need?

Yes 3 No 14 Undecided 4 Total 21

Discussion:

As can be seen by the results, over sixty-six per cent of those

responding indicated they would have little difficulty borrowing money.

The Chi Square lest rendered a si3nificnt difference between expected

and observed frequencies in this instance. The subhypothesis is therefore
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accepted.'

Sublypot he s is_Number. Id:

Less than fifty per cent of the colleges object to borrowing from

a program having some type of government involvement.

Question:

Would your college object to some type of government (state or

federal) loan guarantee or bonding program that would help make long-term

loans available to colleges:

Yes 11 No 33 Undecided 6 Total 50

Discussion:

Twenty-two per cent of the colleges object to borrowing from a

program having some form of government involvement while sixty-six per

cent indicated that they did not object to such involvement and twelve

per cent were undecided. On both a relative and adjusted frequency basis,

these figures tend to support this subhypothesis. Statistical verifi-

cation of this subhypothesis can again be seen by conducting a Chi

Square test. The subhypothesis is accepted.

Subhypothesis Number le:

More than fifty per cent of the colleges that have borrowed money

in the past have borrowed from the HEW, Office of Education, Loans for

Construction of Academic Facilities Program, or the FHA-DHUD, College

Housing Program.

Question:

Have you ever borrowed under the HEW, Office of Education, Loans

for Construction of Acadnnic Facilities Program, or the FITA-DHUD College

Housing Pro:;ra?

Yes 33 No 16 Undecided 0 Total 49
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Discussion:

One can observe from the data that thirty-three of forty-nine

respondents, or sixty-seven per cent, indicated that they had borrowed

from the vLrious agencies mentioned. As the observed frequency in this

case significantly exceeds the -,xpected, subhypothesis le is accepted.

Subhypothesis Number If:

Over seventy-five per cent of the colleges are able to mortgage

part of their assets to secure a loan.

Question:

Are you able to mortgage part of your assets to secure a loan?

Yes 36 No 6 Undecided 3 Total 45

Discussion:

On an absolute basis, eighty per cent of those colleges responding

indicated that they were able to mortgage part of their assets as a

means to secure a loan. However, based on only the definitive responses

the calculated Chi Square test is less than the critical value.

Therefore, it can be concluded that the proportion of colleges

able to mortgage part of their assets to secure a loan is seventy-five

per cent, but does_not exceed seventy-five per cent. The subhypothesis

is rejected.

Subhypothesis Nunber 11:

Less than twenty-five per cent of the colleges currently set aside

depreciation in a fund to rrAiovateor replace existing buildings.

Question:

SOAC type of in5litutios aside funds frol operations as cash

char3es to depreciation, to be used for the replace;Aent or renovation of

existing buildings when such action becanes necessary. Long-term debt
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may also be retired from these funds. This may be called "funding

depreciation" or "establishing a replacement reserve." Does your insti-

tution now formally set aside a fund to renovate or replace existing

building'?

Yes 12 No 36 Undecided 0 Total 48

Discussion:

It can be observed that the data relevant to subhypothesis 1g

indicates that twenty-five per cent of those responding do set aside a

depreciation reserve for renovation or replacement while seventy-five per

cent of those responding indicated that they do not set aside such

reserves.

The Chi Square test yields a value of zero. Thus, while it cannot

be stated that the percentage of those setting aside reserves is less

than twenty-five per cent, it can be stated that the vercentage

is equal to twenty-five per cent. The subhypothesis is rejected.

Subhypothesis Number 2a:

Less than fifty per cent of the lenders have a working knowledge

of the HEW or FHA-DHUD college loans for construction programs.

Question:

Do you have a working knowledge of the FHA-DHUD College Housing

Program, or the HEW, Office of Education, Loans for Construction of

Academic Facilities Program?

Yes S No 40 Undecided 1 Total 46

Discussion:

The data received relevant to subhypothesis 2a, regarding the

extent of working knowledge by lenders, of the HEW or FIIA -DHUD college

loans for construction programs, indicates an immediate acceptance of
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this subhypothesis based on absolute frequency (five out of forty-six

"yes" responses or eleven per cent).

The Chi Square test rendered a significant difference between

expected and observed frequencies in this instance. The subhypothesis

is accepted.

Subhypothesis Number 2b:

Less than twenty-five per cent of the lenders have made loans to

colleges.

Question:

Have you (or your institution) been involved in making long-term

loans to colleges for construction?

Yes 7 No 42 Undecided 0 Total 49

Discussion:

It can be observed that seven out of forty-nine total respondents

(fourteen per cent) indicated that they have made loans to colleges.

This percentage would tend to support the hypothesis that less than

twenty-five per cent of lenders have made college loans.

However, since the Chi Square critical value is greater than the

'calculated value, it cannot be concluded that the proportion of lenders

making loons to colleges is less than twenty-five per cent. It can be

concluded that the proportion is equal to twenty-five per cent. The

subhypothesis is rejected.

Subhypu lesis Nunber 2c:

Over seventy -five per cent of the lenders require liorigiges.

Question:

Realizing both that a college cri.npus is generally made up of a

number of single use buildings, but also that a mortgage has a certain
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psychological value, as well as helping to control future actions,

you generally require a mortgage from colleges?

Yes 25 No 0 Undecided 7 Total 32

Discussion:

The responses relevent to subhypothesis 2c indicate first that

not one lender responding indicated thatk a mortgage was not required.

SeVen lenders were tndecided while twenty-five (seventy-eight per cent)

indicated that they definitely required a mortgage. Thus based on the

firm responses (excluding those undecided) 100 per cent indicated that a

mortgage was required.

The Chi Square test indicates a significant difference between

frequencies, so the true proportion of lenders requiring mortgages is

in excess of eighty per cent. Thus, the subhypothesis, as stated, can

definitely be accepted.

Subh_ypothesis Number 2d:

Of those lenders responding to the question, less than fifty per

cent have generally received enough information from colleges with the

request for a loan to make an informed decision.

Question:

Do requests for loans received from colleges generally include

enough information on which to make an informed decision?

Yes 2 No 8 Undecided 8 Total 18

Discussion:

The number of responses received relevant to subhypothesis 2d is

barely sufficient for a definitive analysis using a Chi Square test.

Employing a Chi Square test consistent with the subhypothesis under study

created expected frequencies of five for the "Yes-No" responses received.
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According to standard practice an expected frequency of five is the

minimum value acceptable for Chi Square analysis. In addition, since

dE = 1, this makes the analysis more susceptible to bias.

Insufficient data may exist with which to test this hypothesis.

The fact that eight of eighteen respondents were undecided is indicative

also that insufficient data exists. One may wonder (and speculate) as

to why only eighteen total responses were received here but, as a part

of this study, this is an unanswerable question. Subhypothesis 2d is

rejected because of lack of data.

Sublapothesis Number 2e:

Over fifty per cent of the lenders believe a loan program with

some type of government involvement to make loan money available to

colleges has merit.

Question:

Regardless of whether or not you now "participate" in federal

government guaranteed programs, bonds issued pursuant to Revenue Ruling

63-20, or bonds issued under a state government bonding authority, do you

see merit in such programs for colleges?

Yes 29 No 0 Undecided 12 Total 41

Discussion:

The first observation that is significant with regard to the data

relevant to subhypothesiA number 2e is that no respondents answered "no"

to this question. In other words, the lenders, in general, do see merit

in government inVolv(.ment in a college loan program.

Thus, using the Chi Square test to examine the basic question, it

can be slated conclusively that over fifty per cent of the lenders believe

a loan program with some type of government involvement to make loan money



59

available' to colleges has merit. The subhypothesis is accepted.

Subhypothesis Number 2f:

Over fifty per cent of the lenders believe that there is a need

for borrowed funds to be used for college construction.

Question:

Do you believe there is a reed for borrowed funds for college

facility construction?

Yes 31 No 4 Undecided 8 Total 43

Discussion:

It can be seen that the raw data relevant to subhypoti,esis 2f

indicate that seventy-two per cent of the total respondents believe that

there is a need for borrowed funds for college facility construction.

These results tend to support the subhypothesis on a subjective basis.

Performing a Chi Square test exploring only definitive responses supports

the conclusion that the true proportion of lenders believing that a noel

exists for borrowed funds for college facility construction is in excess

of fifty per cent. Therefore, it can be concluded that this subhypothesis

is accepted.

subhypothesis Number 3.

Over seventy-five per cent of lenders and colleges consider phil-

anthropy to be an important source of.funds for meeting the cost of

college construction projects.

Question:

Colleges - Do you consider phiLnithiopy to ;a1 i:Iportant part

of the financing of your future capital expansion plans?

Yes 43 No 4 Undecided I Total 48

Lenders Do you believe philreahropy should continue to be an



important part of the overall financing of college construction?

Yes 38 No 2 Undecided 7 Total 47

Discussion:

Both colleges and lenders were asked if they considered philan-

thropy to be an important source of future college construction funds.

On both an adjusted and relative frequency basis, for both college

and lender respondents, the responses tend to confirm the subhypothesis

that over seventy-five per cent consider philanthropy as an important

source of funds for meeting the cost of construction projects. Perform-

ing a Chi Square test to further verify this hypothesis, it was concluded

that the true proportion of college respondents who consider philanthropy

to be important for future college building progrdms is in excess of

seventy-five per cent.

A similar analysis for lenders was sufficient to conclude, for

lender respondents, that the true proportion of college respondents who

consider philanthropy to be :Hportant for future college building

programs is in excess of seventy-five per cent.

Subhypothesis number three is accepted.

Discussion of Narrative Questionnaire Response

ColleLp QuestionnaireJ_Cuestion One

What types of construction projects do you anticipate (i.e.,

inostly new construction or renovation or replacement, etc.)?

Comments:

When asked to ccHrnent on what types of construction were nntici-

paled, tealy-three colleges responded, and listed forty -six projects.

No conclusions can be drawn Iron the ratio since most of the r.Anining

colleges indicated that they had unnet needs, but they were not currently

60
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defined. While not differentiating here between new construction,

renovation or replacement, the listing'below indicates the need as seen

by the colleges themselves:

Classrooms, Learning Resource and Academic
Buildings 11

Physical Education (including swimming
pools and field houses) 8

Fine Arts Buildings 7

Office and Administrative Buildings 6

Libraries 5

Chapels 3

Student Unions 2

Dormitories 2

Married Student sousing 2

While it is impossible to draw valid conclusions from this data,

it can be noted that of the forty-six projects, only six are self-support-

ing (revenue yielding) and the remaining forty arc mostly not revenue

yielding. This points out that forty of the forty-six anticipated

projects are those that have historically been considered to be less

desirable to loan money for, since the loan would need to be repaid from

general operating revenue and not from direct project revenue.

This may suggest -11i.t revenue-yielding buildings such as student

housing facilities and student unions have already been built, using

borrowed funds, so the need in those areas is not as acute as it was a

few years ago. It may also reflect the changing student living patterns.

The apparent need for nonrcvenue yielding buildings may reflect a need

not addressed during the years of rapidly increasing enrollment when the

need for student housing and service facilities was more pressing (as

opposed to classrooms and libraries),
J

ColleEe quL_!sLionnairetestion Two:

Vhit problems do you anticipate !nrounterirtg with future financing?

Co:1::ents:

In this instance the forty-nine respondents were asked to coament
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about the'problems they anticipated encountering with future financing.

Thirty-three did not respond to the narrative portion of this question,

or if they did respond, stated that they foresaw no specific problems

relating to future financing. It must be recognized that some of the

thirty-three are not ancitipating future financing at all.

Of the sixteen who did respond, one-half (eight) saw the currently

high interest rates as being a serious problem, five questioned whether

or not sufficient funds would be available from either borrowing,

philanthropy or a combination of these sources. One pointed out that

there were problems relating to its current large amount of debt, the fact

that its needs consisted of "non-self-amortizing" buildings, and that

most lenders would question the value of the collateral they offered.

It appears that colleges are experiencing the same types of problems

that other businesses ar, ,:-;periencing in the current money market.

College questionnaire, Question Three:

What has been your experience with ]olv;-Lerm debt?

Comments:

When the question was asked, a variety of answers were received.

Of the forty-two who responded, twenty-seven indicated that they had

experienced no sinificant problems, while fifteen ment!.oned that it was

difficult to make pay irnIts when due. No one indicated that they were in

serious trouble regarding repayment.

Ten specifically mentioned that they had had very satisfactory

results using loans involving HEli or HUD problems (or both) . One

co.-Jented, "The only long -tern financing available to us has been through

HUD." Another said, We have used both private and federal sources for

long -tern borrowing. The terms of the federal loans are more attractive--
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longer maturity schedule and lower rate of interest."

Two commented on the student housing problems. "I do not know

of a private school:in our'area which didn't overexpand in dorm space,"

said one. Another lamented, "The dorm is half empty .'"

College Questionnaire, Question Four:

What do you believe the college could do to improve the chances

of the loan being approved?

Comments:

When asked how the college could improve the chances of having a

loan approved, most did not respond since few colleges in this study

believed that they would have any problems at all in this area.

Of the thirteen who made meaningful responses, over one-half (seven)

believed the best thing they could do would be to raise more money so

they were asking to borrow a smaller amount of the total project cost.

This action would tend to increase the value of the collateral for the

loan in the case where mortgages were involved. Three others indicated

that a college should improve its fiscal operations as the best way of

convincing a lender that they could repay the loan.

Others indicated that shorter -term loans were ea3ier to obtain,

that a person or organization co-signing with the college would help and

one commented that good relations with local lenders would be very helpful.

Coljeget=ltsestionnaire, (luestion Five:

What are your thouhts on using philanthropy as a basis of repaying

long-term debt as it becomes due?

Com:lents:

The respwise from the colleges to the idea of using philanthropy

for repayment of long-term indebtedness was somewhat split. Of the
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thirty-f6re responding, nineteen were against it and sixteen supported

the idea.

Five of those supporting the idea said they had done it in the

past. One went so far as to state, "Philanthropy is an absolute necessity

for the payment of our outstanding indebtedness."

Seven of those not in favor of using philanthropy to rep'hy debt
1

stressed that it was hard to motivate donors to give to repay debts.

One college fund raiser said, "Raising money for debt retirement is

perhaps the most difficult single item in fund raising."

College Questionnaire Question Six:

Could you elaborate on this?

Comments:

After getting the college's opinion about their support, or objec-

tion, to some type of government involvement in loan programs, they were

asked to elaborate on their feelings. Twenty responded and eighteen of

those were positive to some degree.

Five had used such programs before with a high degree of satis-

faction, and five others stressed the need for additional sources of

long-term, low interest loan support. The other eight favored such a

program, but stressed that there must not be too many restrictions on

the conduct of the normal business of the college.

One commented on the need to, "keep government out of private

colleges!"

It appeared, therefore, tut: there is need for an additional

source of low interest rate, long-term loan money, so long as it does

not overly re:,t.rirt the of the follege to minR6e its own affairs.



65

College Questionnaire) Question Seven:

What do you suggest to make these two programs more responsive to

the needs of the colleges?

Comments:

Colleges were asked to suggest ways in which the NEW and/or HUD

programs could be made more responsive to their needs. As pointed out

in the discussion of college questionnaire question number three, those

who are familiar with the HEW -HUD loans are generally satisfied.

Of the fourteen responding to this question, six thought that

fewer restrictions and more rapid application approval would be desirable.

Six others colrmented that the government programs have been restricted

during the past few years because of lack of funds and hopefully could

be better funded in the future.

Two commented th.L It would be a good idea to establish a contin-

gency fund, through additional borrowing at the start of the project, as

is common in most bonding schemes, to meet unforeseen needs during

"poor" years.

College Questionnaire Question FiPht.

What type of security would you propose to give a lender to secure

a long -term loan (i.e., mortgage lien, pledge of future income, pledge

of future gifts, etc.)?

Cavients:

When asked to list the type of security the college would propose

to give to a lender to 5I'cAlfe a long -term loan, thirty responded, and

seventeen of thoe reco en(led a first mortgae lien on Ole facility.

Eo.,ever, fir red the p 1 ed;;e of ,,:o1 le;e en(1,y.1(,nt fund

aets, three I::,;osted the plrqle of future i;e1wral inco;:ie rild five
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they had Pledged future gifts as security for repayment in the past, and

would recommend it again.

Only one offered the opinion that a long -term loan secured by

only the faith and credit of the college should be acceptable.

College Questionnaire Question Ten:

Could you list in priority order your construction needs (i.e.,

classrooms, administrative space, student residences, etc.)?

Continents:

This asked the colleges to list their construction needs. The

responses to this question turned out to be little different from those

needs listed in question number one. It was not possible from their

responses to determine any order of priority, except within the generali-

zations of those comnents listed on question one.

Colle7,e Questionnaire Question Eleven:

What is your opinion about funding depreciation?

Comnents:

The colleges were asked their opinion about "funding depreciation"

or "establishing a replacement reserve" by setting aside cash from

operations. Of the forty-two responding, thirty-eight thought it was a

good idea, and eight of those actually funded depreciation to some

extent.

Of those favoring "funding," all mentioned the problem of justify-

lug the setting aside of money from current operations to meet future

needs, curfr:nt incoe only barely net the (111Thlr needs.

Three thought it was neither necessary or desirable for nonprofit

institutions to "fund depreciation," since the HeodS of these institutions

should be met from current operations and gifts, as those needs arose.
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One respondent was careful to point out that donors often like to

donate to construct specific buildings. Therefore, it might be more

favorable to use current income to meet current needs, and ask the donors

to provide additional or remodeled facilities. This might be considered

the "historic" view.

Lender Questionnaire, Question One:

How active have you been in this field? Are you actively solicit-

ing applications from colleges? Why or why not? i

Comments:

Of the forty-nine satisfactorily completed questionnaires, no one

indicated that they had been very active in the college loan field, nor

did anyone state that they were actively soliciting applications for loans

from colleges. However, only a few stated that they would not be

interested in considering loan proposals from colleges.

Thirty-four did comment on why they were not active in the college

loan field. To generalize, they implied that they had enough other

business without specifically seeking college loans. Below arc listed

the five categories that thirty-one of the comments were grouped into

Investors are not interested, general
shortage of loan funds 15

High risk, future of private colleges is
in question 9

Lender specializes in single family home loans 4

Lender has never been approached by a college 3

Throe co.Aents%re Woted below as being representative of the

thoughts of iii airy of those who responded.

Private colleges fit into a gioup of philanthropic organizations.
luvestors are reluctant to !.wike lo;ins to them

lie n.ise Llicy do not later want to be associated with a possible
foreclosure.
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"Colleges are very unsophisticated in financing real estate."

"We are not presently in the college loan field, but we are always

interested in potential new business,"

No conclusions can be drawn from these comments, but,it appears

that any effort to interest the "average" lender in making loans to

private colleges must be initiated by the schools as a quasi-educational

effort. There is no indication that lenders will actively seek out

college loans. Neither, however, are there indications that the average

lender would not give full consideration to a well documented loan

request presented by a college.

Lender Questionnaire, Question Two:

What types of information do you most need to act on these loan

requests?

Comments:

Ten lenders responded to this question and listed items they needed

to help them determine whether or not to make a loan to a college. Seven

required a five-year audited financial statement showing profitable

operations. Other items required included descriptions of the proposed

project, including an estimated cost breakdown. Description of the

school's history, current operations and projected financial and enroll-

ment pictures were also mentioned.

Appendix D of this paper is a discussion of the financial feasi-

bility study process, and goes into the loan presentation in detail.

Lender gnestionnairp, question Three:

If you answered "no," or "undecided," where do you see these funds

coing from? If you answered "yes," what main problem do you foresee?
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COmmentS:

Of the twelve who indicated that there was either no need for

colleges to borrow, or the respondent was undecided about that need,

nine made comments relative to the source of nonborrowed funds. Five

believed that funds to build these facilities should come from state or

federal grants and private gifts. The other four questioned that

construction should take place at all, because of the financial problems

private colleges have been experiencing.

Thirty-one respondents thought that colleges did.need to borrow

money 'for construction. Twenty-seven of those commented on the main

problems.they foresaw the colleges running into when they asked for loans.

Fourteen lenders pointed out that with the possibility of smaller

enrollment and reduced gift receipts, the earning ability, or capacity,

or the institution might be less, thereby raising the level of risk

to the lender. Nine others saw the problem as one of insufficient col-

lateral or security, for the loan. The fact that the buildings were

considered single purpose, with little or no resale value, tended to

reduce the acceptability of the security. Four saw high interest rates

as the main problem facing the colleges in their attempts to obtain loans.

The problem may have been suilimed up by one lender who commented:

The main problem stems from the financial feasibility of the
college as a whole. Because of the failure of a number of small
private colleges in the recent past, most lenders are very skepti-
cal about lending money to similar colleges.

These comments may indicate that most lenders are aware of only

the financially unsound colleges, and are not viith the well-17un,

financially viable colleges in imerica today. It appears that the

financial feasibility study ist be $R educational tool, to a large

extent.
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Lender fl,klestionnairpjQuestion Four: -

That suggestions do you have for types of financing programs to

make loan money available to colleges?

Comments:

Regarding this question, no lender said that he saw no merit in

government assistance of some type to private colleges. .Twelve made

further narrative comments regarding the subject.

Seven of those felt that more and better government guarantees

were necessary, while three more mentioned the desirability of establish-

ing some sort of private (nongovernmental) mortgage insurance scheme.

The other two believed that a local group of banks should "pool" the

loan in the interests of a community betterment project.

If a conclusion could be drawn from these few comments, it might

simply be that lenders to have no objections to the indirect (and

possibly direct) support of private higher education by government.

Lender Questionnaire
)
Question Five:

In your opinion, have these programs (HEW -FHA) been responsive to

the needs, and if not, how could these programs be more responsive to

the needs of the field?

Comments:

Only five of the forty-five people responding to the basic question

indicated that they had a "working knowledge" of the HEW-FHA loans to

colleges. Those five were the only ones to make narrative coidments,

referring to the above quCstion.

They see.aed to feel that these were food prograins, but should

be expc,udd to sleet u;-].let needs. In exp[iodini; the prorams, they should

beco:ne more per.lneat better publici4ed within the lending coA]lunity.
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Lender gifstionnaireL_Question Six:

What are your thoughts on philanthropy being used to pay

long -term debt as it becomes due?

Comments:

There were thirty-one responses to this question. It probably

should have been a "Yes-No" question rather than a narrative question.

Philanthropy was favored by sixteen as a method of paying long-term debt,

but fifteen did not favor it.

It is observed, however, that the fifteen who did not favor it

appeared very firm, while the sixteen who favored it hedged their

comments ir, almost all instances.

Two of the more favorable camnents follow. "This would be a

guarantee to the lender that his loan would be repaid, and that is most

important in loans of this type." Another respondent ,./L.erva, "It is

done not only by colleges, but by churches, with amazing success."

No conclusions may be drawn from these comments because they were

too general in nature. It appears that many lenders will consider this

matter with an open mind. However, it must be observed that it is quite

difficult to justify projections of future revenue from philanthropy.

If such projections cannot be strongly substantiated, the lender will

probably reject it as not being an acceptable method of repayment.

Lender questionnaire, Question Seven:

What per cent cash equity, if any, should be required for each

project, as a ,tinitinA?

Ca;71Aents:

Vicre is a valid question periaining to the actual iportance of

an evity require :lent, since the critical consideration is not how inch
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is borrowed, but the nbility to repay that amount. Generally, however,

the lenders expect the borrower to have a certain amount of his own funds

to contribute to the, project. An increase in equity, or borrower's cash

contribution, increases the net value of the securit.i held by the lender

in the form of a mortgage.

Of the thirty-five responses to this question, five pointed out

that no equity would be necessary if the loan was guaranteed. This does

not mean that equity would not be required. It means that the responsi-

bility for determining the amount of equity is shifted to the person

giving the guarantee.

Two respondents indicated they would require an equity of fifteen

per cent, two said they would require forty to fifty per cent and one

would require a seventy-five per cent payment.

Twenty-five of the thirty-five responding indicated that in their

opinions, an equity payment of between twenty and thirty-three per cent

should be required. This suggests that the average lender will loan no

more than two-thirds to four-fifths of the total project costs. The

college must, therefore, expect to be required to generate one-fifth to

one-third of total project costs from sources other than borrowing.

Lender gpestionnaire.I.Question_Eight:

That do you consider to be the best type of security that a college

can offer you when requesting a loan? What do you see in the future

regarding types of security?

Comments:

Most of the thirty-four who responded to these questions did so

with a co.1)ined answer.

EiOtcen answered that they would require a first plortgage lien
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on the project real estate, while others referred to endowment assets,

co-signers, special student fees, and a strong history of good manage-

ment.

It appears that many regard the future direction as being toward

government guarantees and a more major emphasis on an outstanding manage-

ment record. While the reliance on the,real estate mortgage may 'never

disappear, it can be reasonably expected to decrease in importance in

the future.

Lender Questionnaire, Question Nine:

Please connent on this in general.

Comments:

Most of the comments were simply a reiteration that the lenders

would normally take a mortgage.

However, eight respondents commented to the effect that the mort-

gage'was "secondary" to the ability of the college to run a strong

financial operation and assure repayment in that manner. They pointed

out again, that a college building was not "liquid" and was difficult

to turn into cash.

One person commented:

We consider that a mortgage is necessary because as a college
gets into financial difficulty they begin to dilute their position,
and as their financial condition deteriorates they will give mort-
gages to later lenders.

Surrunary of Findings
-

Based on the statistical tests the basic hypothesis was accepted,

as were eleven of the subhypotheses. Four other subhypotheses were

rejected.

Ninety-four per cent of the colle3es had borrowed ;,Loney for con-
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struction in the past, and sixty-seven per cent had borrowed under a

government program, Fifty-eight per cent indicated that additional

construction in the future would be necessary, but only thirty-two per

cent indicated that they anticipated borrowing funds to pay for that

future construction.

When it is recognized that:' only about one-half of those plan-

ning to build, plan also to borrow, it is not surprising that ninety

per cent of the colleges, as well as eighty-one per cent of the lenders,

indicated that they considered philanthropy to be an important part of

the overall financing picture.

Loan programs with government involvement were also considered

important in the overall field., Sixty-six per cent of the colleges

indicated they would not object to some form of government involvement,

while seventy-one per cent of the lenders saw merit in such programs.

However, when asked about existing federal loan programs for colleges,

only eleven per cent of the lenders indicated a working knowledge of

those programs.

Only fourteen per cent of the lenders indicated they had loaned

money to colleges, even though seventy-two per cent indicated that there

was a need for borrowed funds to be available for college facility

construction.

Seventy-eight per cent of the lenders indicated they would require

a mortgage to secure a loan made to a college, while eighty per cent of

the colleges indicated that they were able to mortgage their assets.

Sixty-six per cent of the colleges believed that they would have

little difficulty borrowing Money, but only eleven per cent of the lenders

indicated that the loan reqw!sts they generally received from colleges
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contained enough infonnation on which,a lender could make an informed

decision. ,

Each narrative question was answered in general terms and

discussed in detail in the preceding section, and is not swmnarized

here.



CHAPTER V

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

Review and Restatement of Problem

In order to continue to operate on a more sound day-to-day

financial basis, it may, at times, be to the institution's advantage to

spread capital expenditures over a number of years, via the method of

long-term debt. This paper considered the problem of obtaining long-term

debt for the purpose of financing expansion of physical facilities at

small, nonprofit, traditional midwestern colleges.

It was necessary to determine if colleges actually would need to

borrow money, if they thought they would have problems borrowing the

needed money and if the lenders believed it was necessary for colleges

to borrow money. In addition, did colleges furnish lenders with enough

information to make decisions concerning requests for loans and did

government programs to help make money available to colleges have: merit?

Summary of Universe and Procedure

To gather information the usual literature' review was conducted

to establish part of the factual data base. The literature revealed that

the published material pertaining to loans for nonprofit private colleges

was not in the depth or quantity Clat had hen anticipated'. Many

items of available literature were very old, one dating back to 1924.

cv(n the older Hs were of value in establishing background

,-rad deve:oping historical perspective. It was noted that there were a great
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many published sources pertaining exclusively to financing public,

government supported facilities, but these publications were of little

value to this study, This was because public debt is normally repaid

through tax revenue, while private colleges must relay on revenue from

earnings or gifts to repay their loans. Adequate physical security to

protect the lender against loan default is required when the faith

and credit of a governmental subdivision is not available.

In the four-state area there were sixty colleges that met the

definition as set forth in this study. Similarly, there were ninety

lenders in the three-state area defined for lenders.

Because of the relatively small size of the population, it was

decided to treat the population as a census, rather than to develop a

random sample. A questionnaire was developed for each group (colleges

and lenders). To test some of the individual hypotheses, it was

necessary to receive input from. both colleges and lenders. Other

hypotheses required input from only one of the two groups. The

questionnaires were :tailed to each member of the population. A second

mailing was sent three weeks after the first, to all those not

responding. The overall response rate was eighty-three per cent for

the colleges and fifty-four per cent for the lenders. This high rate

of return could indicate in part, a great deal of interest Ao.it the

subject ong colleges and lenders

The hypotheses statistically tested revealed data which was

developed and presented in Chapter IV. The Chi Square (X2) ) test was

found to be suitable under thef;e circu stances.

Of the fifteen hypothe ses statistically tested, eleven were

a-c(ptA ;11(1 fciur '1:(.! rejected. Three of the four reject:el hypotheses
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(numbers *If, lg and 2b) were rejected because the researcher had stated

that a certain action would take place more or less often than a certain

percentage. The frequency matched exactly with the projected base

number on those three. The fourth hypothesis (number 2d) was rejected

for lack of information.

Narrative questions were also used to gather data. The results

are fully discussed and presented in Chapter IV.

Summary of Major Findings

Ninety-four per cent of the colleges in the area covered by

the study had borrowed money for construction in the past. In this

instance forty-six of fifty colleges had borrowed money for construction.

This is a much higher portion than the author had expected. When the

responses of those colleges planning to borrow in the future also

indicated that thirty-two per cent anticipated seeking loans, the

continuing importance of long-term loans to private nonprofit colleges

was affirmed.

Sixty-six per cent of the colleges indicated that they did not

believe there would he any problem in borrowing the money they needed

when they needed to borrow it. However, only fourteen per cent of the

lenders indicated that they had loaned money to colleges in the past.

While seventy-one per cent of the lenders saw merit in government

involvc.,ent in loans to colleges programs, only eleven per cent had a

working knowledge about even one of the two major existing college loan

pro3rmA.

Sixty-seven per cent of the colleges had borrowed under the

or HUD loans to colleges program. Only twenty-two per cent of the

c911 at.(d that: Ihcy objected to sovr!r );)rtnt loan pro;;rp:ns



Fourteen per cent of the lenders had loaned money to colleges

in the past. While lenders would seriously consider requests received

from ,olleges for loans, lenders generally would not make any attempts

to generate new college loan applications. Even though seventy-two per

cent of the lenders believed that it was necessary for colleges to

borrow, eighty-one per cent believed, as did ninety per cent of the

colleges, that philanthropy should continue to play an important role

in financing construction.

In order to set aside money to repay loans, other nonprofit

organizations establish sinking funds by setting aside money from a

cash allowance for depreciation of the buildings on which the debt is

outstanding. Ninety-one per cent of the colleges thought it was a

good idea, but only twenty-five per cent actually did fund depreciation.

Majol. Conclusions

From this study seven major conclusions are drawn by the

researcher even though many more conclusions may be developed, given

the individual's need for specific conclusions upon which to base

decisions and take action.

1. Borrowing has been an important part of the financing of
many private nonprofit college construction projects, and
will continue to perform a significant role in the future.

2. Private nonprofit colleges do not anticipate difficulty
in ohtaining loans when needed, but f:.:w leaders Have
loaned ,Money to colleges in the past. Therefore, colleges
should expect to have to seek out additional sources of
loans.

. Coveinent. ,Isistarice in helping private nonprofit colleges
obtain loan funds is not found to be objectionnble to the
majority of either colleL;es or lenders.

4. An effort to educate lenders about .:,overnnent piogre:as
releted to the private nonprofit college lending field,
ould he proper, becAnse of the apparent lack of
infomat!on about the subject on the part of many lenders.
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5'. Philanthropy should continue to be en important consideratiOn
in the planning of any private nonprofit college construction
financing program.

6. Establishing a sinking fund to repay loans by setting aside
money from cash allowances for depreciation of, existing
buildings, while a good idea in general, may not be possible
in a practical sense due to the current financial needs and
lack of sufficient cash flow of many private nonprofit collegCs.

7. While most private nonprofit colleges can mortgage their
assets to secure loans, a few are prohibited from pledging
their assets. Some lenders indicated a willingness to discuss
security other than mortgages, so the prohibition against
pledging assets will not necessarily exclude a college from
being able to borrow money.

Recommendations for Further Research

The data received indicated that most colleges expected to have

no difficulty borrowing the funds they needed. However, few lenders

indicated that they had had anything to do with loans to private colleges.

Further research should bc ..:ndertaken to determine if these items are

inconsistent, and if so, what action,is necessary to reconcile them.

Most of the colleges indicated that they were familiar with the

HEW or HUD loans to colleges program. Most lenders indicated that they

were unfamiliar with these same programs. Research should be

undertaken to determine the reason that these programs are not better

understood by members of the lending community.

Research should be undertaken to determine if a State Educational

FaClities Authority Act is desirable in some or all of the thirty-five

states that do not presently have such legislation. If a favorable

determination is reached, the next research subject should be the

determination of how best to promote and introduce the law into that state.

FHA mortgage insurance has been successful in many areas.

Research should be undert_na to determine if a siclilar pro-e,rma could

be helpful for colleges.
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A.valuable research project would be to perform a needs assessment

to determine what form future governmerit support of the entire private

education sector should take.

Further study, and publication, is recommended to more clearly

define the problem of financing construction by use of long-term loans,

at small, private, nonprofit colleges in its larger geographical
1

setting, During this study, the researcher was not able to find a

single publication (book, article or study) which dealt significantly

or entirely with the problem of long-term debt for facility construction

at private nonprofit colleges.
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13491 W. Ohio Drive
Lakewood, Colorado 80228
September 24, 1973

As a part-time PhD doctoral student I am exploring the current status of
long-term borrowing as a means of securing financing for new construction and
renovation of small, nonprofit college campuses in Colorado, Kansas, Missouri
and Nebraska. This research is concerned only with those funds secured from
loans. The focus of the research will be the development of guidelines for a
financial feasibility study. This study will provide a detailed system that
colleges could present to lenders when asking to be considered for a loan.
Lenders could also use it as a guideline for assisting the college in making
a meaningful presentation.

My full-time employment is with a Federal government program that
cooperates with the private sector in the financing of the construction of
needed health care facilities. The health care facilities program has been
successful. It is hoped that the results of this PhD study will be useful in
developing workable programs for the education sector.

The attached questionnaire is the prime method of data gathering for the
study. Would you or a member of your staff knowledgeable about such matters
complete and return it to me by October 5, 1973.

As the information you will provide could be considered to some extent
confidential, I assure you that all responses will be treated as privileged
communications. Strict confidentiality will be maintained and the anonymity
of each respondent will be honored. The number in the top right corner of
the questionnaire is only to determine who has responded. Your narritive
comments are valuable to me as a description of your activities 'regarding
this subject.

The results of the dissertation will be su-marized and sent to you in
the spring. I hope it will be of assistance to you in this major concern of
financing ,:ollege construction through borrowed fonds. Please return the
questionnaire in the attached stalvcd, self-adarlod involopn. Thank you
for your assistance in this matter.

Sincerely,

Charles A. Westin
EncI,
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QUESTIONNAIRE

"Colleges," as used in this questionnaire refers only to traditional,
private, (generally) small, nonprofit four-year colleges located in
Colorado, KansA, Missouri and Nebraska.

"Construction," as used in this questionnaire refers to both new
building and renovation.

Please make any comments you can that will help me 'to evaluate the
current situation as perceived by professional Tenders. You may
continue any comment on the reverse side of the sheet.

1. Have you (or your institution) been involved in making long-term
loans to colleges for construction?

Yes No Undecided

How active have you been in this field?
Are you actively soliciting applications from colleges?
Why or why not?

2. Do requests for loans received from colleges generally include
enough information on which to make an informed decision?

Yes No Undecided

Any specific examples, or comments, that you could include would
he of great assistance to me in determining the information needed
by lending institutions to make decisions pertaining to these
types of loans.

What types of information do you most need to act on these loan
requests?
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Page 2

3. Do you believe there is a need for borrowed funds for college
facility construction?

Yes No Undecided

If you answered "no," or "undecided," where do you see these
funds coming from?

If you answered "yes," what main problems do you foresee?

4. Regardless of whether or not you now "participate" in Federal
government guaranteed loan programs, bonds issued pursuant to
Revenue Ruling 63-20, or bonds issued under a state government
educational bonding authority, do you see merit in such
programs for colleges?

Yes No Undecided

What suggestions do you have for types of financing programs
(in addition to or including those above) to make loan money
available to colleges?

5. Do you have a working knowledge of the FHA -DHUD College Housing
Program, or the HEW, Office of Education, Loans for Construction
of Academic Facilities Program?

Yes No Undecided

in your opinion, have these progrnms boen responsive to the neds,
and if not how could these programs be more respom;ive tothe
needs of the field?



Page 3

6. Do you believe philanthropy should continue to be an important
part of the overall financing of college construction?

Yes No Undecided

What are your thoughts on philanthropy being used to pay long-
term debt as it becomes due?

7. What per cent cash equity, if any, should be required for each
project, as a minimum?

% equity should be required as a minimum.
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8. What do you consider to be the best type of security that a college
can offer you when requesting a loan?

What do you see in the future regarding types of security?

9. Realizing both that a college campus is generally made up of a
number of single use buildings, but also that a mortgage has
a certain psychological value, as well as helping to control
future actions, do you generally require a mortgage from colleges?

Yes No Undecided

Please comment on this in general.

Your completing this questionnaire is t;reatly appreciated. If you
have additional narrative com ments (or other materials) related to
any phase of financing college construction with long-term debt,
please include them. I would value their inclusion in my research.

Please return this questionnaire to me in the enclosed, stamped
self-addressed envelope. Thank you. Charles A, Westin, 13491 W.
Ohio Drive, Lakewood, Colorado 80228.
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QUESTIONNAIRE

As used in this questionnaire, "Construction," includes new building
and renovation. Please consider each question, then check the "Yes"
or "No" response appropriate to you, and add any narrative comments
that amplify your feelings on the matter. You may also continue any
comments on the reverse side of the sheet.

1. Will it be necessary for your college to undertake additional
construction projects to meet future needs?

Yes No Undecided

What types of construction projects do you anticipate (i.e.,
mostly new construction or renovation or replacement, etc.)?

2. Do you expect to borrow money in the future to cover all or part
of the cost of that construction?

Yes No Undecided

What problems do you anticipate encountering with future financing?

3. have you borrowed money for construction in the past?

Yes No Undecided

What has been your experience with long-term debt?
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4. Do you anticipate having difficulties borrowing the amount of
money you will need?

Yes No Undecided

What do you believe the college could do to improve the chances
of the loan being approved?

5. Do you consider philanthropy to be an important part of the
financing of your future capital expansion plans?

Yes No Undecided

What are your thoughts on using philanthropy as a basis of
repaying long-term debt as it becomes due?

6. Would your college object to some type of government (state or
federal) loan guarantee or bonding program that wculd help make
long-term loans available to colleges?

Yes No Undecided

Could you elaborate on this?
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7. Have you ever borrowed under the HEW, Office of Education, -Loans
for Construction of Academic Facilities Program, or the FHA-DHUD
College Housing Program?

Yes No Undecided

What do you suggest to make these two programs more responsive
to the needs of the colleges?

8. Are you able to mortgage part of your assets to secure a loan?

Yes No Undecided

What type of security would you propose to give a lender to secure
a long-term loan (i.e., mortgage lien, pledge of future income,
pledge of future gifts, etc.)?

9a. Is future construction at your college necessary to maintain
or increase enrollment?

Yes No Undecided

b. Do you project enough applicants for admis!sion in 0, e LO
always maintain the enrollment level you wish?

Yes No Undecided
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10. Could you list in priority order your construction needs
(i.e., classrooms, administrative space, student residences, etc.)?
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11. Some types of institutions set aside funds from operations as
cash charges to depreciation, to be used for the replacement or
renovation of existing buildings when such action becomes necessary.
Long-term debt may also be retired from these funds. This may
be called "funding depreciation" or "establishing a replacement
reserve." Does your institution now formally set aside a fund to
renovate or replace existing buildings?

Yes No Undecided

What is your opinion about funding depreciation?

Your completing this questionnaire is greatly appreciated. If you
have additional narrative comments (or other materials) relating to
any phase of financing college construction with long-term debt,
I would value their inclusion in my research.

Please return this questionnaire to me in the enclosed, stamped,
self-addressed envelope. Thank you. Charles A. Westin, 13491 W.
Ohio Drive, Lakewood, Colorado 80228.
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13491 W. Ohio Drive
Lakewood, CO 80228
October 12, 1973

On September 24, I mailed a blue colored PhD research project
questionnaire toa few colleges in the mid-west, inquiring into
their thoughts pertaining to long-term loans -foi. college construction.
The answers will be of great value to me regardless of whither or not
your college has in the past, or plans in the future, to borrow
money for construction.

I made a mistake in mailing the questionnaire during the first
week or two of the new school year. I fear some of my letters were
lost in the mail. If you could complete the attached questionnaire
and return it to me in the stamped self-addressed envelope, I would
certainly appreciate it.

Sincerely,

Charles A. Westin

Attch: Questionnaire
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EXHIBIT I

SAMPLE PROVISIONS OF A STATE EDUCATIONAL
FACILITIES AUTHORITY ACT

Section 1 - Legislative findings and intent

The purpose of this chapter is to provide assistance and alterna-
tive methods of financing needed educational institutions.

Section 2 - Definition of terms

Educational institutions are any private nonprofit institutions
authorized by the State to provide a program of education beyond
the high school level within the State.

Section 3 - Authority created

There is hereby created 'a body politic and corporate to be known
as the "state educational facilities authority."

Section 4 - Appointment of members, number of members, terms, conflict
of interest, annual election of officers, compensation,
removal, etc.

These items are to be set forth by the legislature as part of
the act.

Section 5 - Quorum of authority Vote required for action

A defined quorum of members must favorably vote on any action
taken.

Section 6 - Executive director, corsultants, and other support
personnel - Compensation

i,lccessary support personnel shall be retained and compensated
at the rate established herein.

Section 7 - Corporate powers of authority

The authority shall have the necessary power to carry out its
responsibilities, including the right to,perpetual existence,
to adopt bylaws, to take part in law suits, to have a seal, to
maintain an office, to maintain records, to accept gifts and
loans, to invest surplus funds, to charge fees, and to delegate
powers :rid duties as necessary.

101



102

Section 8 - Security for bondholders

The authority shall take such action as is necessary to protect
the bondholders.

Section 9 - Operation of facilities restricted to leasing

The authority shall not have the power to operate the facilities
as a business other than as a lessor.

Section 10 - Loans to participating institutions - Maximum amount

The amount of the loans shall not exceed the total cost of the
project, plus refinanced outstanding indebtedness, subject to
the approval of the authority.

Section 11 - Terms and forms of bonds issued

Bonds shall be of the type and at the interest rate as determined
by the authority. The authority shall pay the expenses involved
in the bond sales.

Section 12 - Bonds payable only from project revenues

The bonds are payable from the revenues of the project only and
no general tax obligation is promised nor is any State debt or
obligation created.

Section 13 - Pledge of revenues to secure bonds

The principal of and interest on any bonds issued by the authority
shall be secured by a mortgage or other trust indenture covering
all or part of the facility. The pledge of revenues continues
until the bonds are paid.

Section 14 - Remedies of bondholders on default

These items are set forth by the legislature as part of the act.

Section 15 - Pledge of full faith and credit of authority or institution

Nothing contained herein shall prevent this.

Section 16 - Conveyance of facility to participating institution when
debt is paid

When the debt is fully paid, the authority shall promptly convey
the Lacility that was mortur,ed to secure the bonds, to such
participating educational institution.

Section 17 - Tax exemption of authority

The authority shall tr,ke necessary action to mintain itself as a
tax-cxept or6anization.



Section 18 - Liberal construction of chapter

This chapter shall be liberally constructed to accomplish the
intentions expressed herein, which include the intention that
the authority be able to sell bonds to raise funds for needed
construction at participating educational institutions.

Possible Program Example: South Dakota Health and Educational
Facilities Authority
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EXHIBIT II

SAMPLE PROVISIONS FOR A FHA TYPE MORTGAGE
INSURANCE FOR COLLEGES PROGRAM

Objective: To insure loans made by priNiate lenders to institutions
of higher learning.

Eligible institutions: Any institution offering a full-time resident
academic course of study above the high school
level .,:ecognized by the individual state, or
as described by the legislation..

Statutory authority: As passed by Congress.

Limit: There is no limit to the total amount of loans insured under
this program. However, each project will be limited to the
actual cost of the project, a statutory limit if one is
established or the amount found to be financially feasible
by program staff, whichever is less.

Length of loan: As established by regulations, but in no case to
exceed the useful life of the building.

Maximum interest rate: Market rate as established by policy.

Financial support: The program will be financed by fees at the
initial application submittal, and a one-half
per cent insurance premium on each loan payment.
Excess funds will be retained as a reserve fund to
insure against possible defaults.

Security: First mortgage lien on the facility constructed, and a
pledge of revenues in the case of a revenue producing
building, and/or such other security agreed upon.

Possible Program Example: FHA Section 242, Mortgage Insurance for
Hospitals
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THE FINANCIAL FEASIBILITY STUDY:

A necessity to be completed by
private, nonprofit colleges prior
to borrowing for construction.



FINANCIAL FEASIBILITY STUDY

Of sixty private, nonprofit colleges contacted in late 1973,

all but three very small, specialized institutions stated that they had

borrowed money in the past to cover part or all of the costs of campus

construction. Over two-thirds planned additional construction, and

one -half of those planning additional construction expected to borrow

funds for that construction. With past history as a guide, one would

assume that more colleges end up borrowing than now intend to. It

therefore appears that in the foreseeable future, long-term borrowing

will continue to be a major source of funds for financing the construc-

tion of buildings on private college campusos.

In order to borrow money it is necessary to convince a lender

that there is every reason to believe that the loan will be repaid in

full, following the terms agreed upon by both parties. The lender wants

to be certain that adequate funds will be available for repayment of the

loan, as well as to meet day-to-day operating expenses, to establish

cash reserves if desirable, and that a cash surplus will be generated

during the life of the loan. One of the best methods of convincing a

lender that the college can repay the loan, is to present the lender a

financing proposal in the'form of a well done Financial Feasibility

Study, showing why it is reasonable for the lender to assume that the

loan being requested can be repaid.

Many lenders believe private colleges arc very unsophisticated in

their approach to the financing of real estate. This is somewhat

surprisi:Ig when one considers how successful private colleges have been
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in the field of institutional development (i.e., fund raising). Of

course, fund raising is no longer considered a project to most colleges,

it is now a fully funded program. Long-term financing, on the other

hand, is often undertaken on a project basis, after the fund-raising

program for that certain building has been completed without furnishing

the entire financial resources needed for the planned construction.

Need for a Formal Financial Feasibility Study

In the past many colleges have not done formal, in-depth,

financial feasibility studies. They thought the studies were unnecessary

because it was a "government loan," or due to the belief that the lender

would perform another one anyway.

Financial feasibility studies are required for all loans having

government involvement. While the government does insure the loan,

those officials approving the loan are still fully responsible for pro-

tecting the financial interests of the United States, and must not make

loans where it is not reasonably certain that the loans will be repaid.

When enough information is not submitted to make such a favorable deter-

mination of feasibility, the loan must b' deferred, or rejected, until

such information is available. While the government will make its own

determination of feasibility, the study presented by the college will

serve as a "foundation" for the agency to build its own study and

determination on. It goes without saying that a study done by the

applicant presents the information from the applicant's point of view,

and therefore should he considered an opportunity to caA:clunicate this

point of view at an early stage of loan consideration.

Private lenders have their own requirments also, as to detennin-

ing what 11;Acs a loan to a college financially feasible. However, a well-
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done study by the college will serve As a base for the lender's own

study, and will often be accepted by the lender as a final document,

depending on his faith in those who produced the study, and the ease

with which he can verify items used in it.

The financial feasibility study will be used by the lender in his

presentation to others who may wish to participate in a portion of the

loan. He will also use it to convince his own board that the requested

loan should be approved. Mortgage bankers and institutional lenders

must establish the economic and financial feasibility of a college

construction program. The ability of the college to meet its debt ser-

vice responsibilities is the prime consideration in making=a decision on

the marketability of bonds, or the appropriateness of a mortgage loan.

Therefore, it is to the college's advantage to have a complete, well-done

study prior to approaching prospective lenders.

Administrators and trustees are being expected, more and more, to

be fully accountable to the community they serve for their actions. A

well-done feasibility study should assist in indicating that the decision

in question is based on good business practices, and that scarce

resources were not allocated without a reasonable assurance that they

would be protected. If the project is not only needed, but also economi-

cally justified and feasible, the board should be 1 ',le to arrive

at a satisfactory decision, and one that can lloLtet _ defended, if

necessary.

When the Study Should-be prepared

A financial feasibility study should be completed as early in the

planning stage as possible. As the plan develops, the study will

probably need to be adjusted to accoodate changes. On the other hand,
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detennina'tions of the financial feasibility study may require modifica-

tions be made in the actual project plans, in order to keep the project

within the financial resources available to the college.

The study might be used by the development officer, in his fund

raising activities, to present to prospective benefactors as an indica-

tion of the business-like manner in which the college has planned for the

financing of the part of the project not provided for by gifq. That

way the giver will be assured that his gift will not be lost to the

college in the future, due to the lack of financial planning. The study

would also indicate that a portion of the total cost of the project

probably could not be borrowed, as most. lenders require a certain amount

of unborrowed (cash) equity. Therefore, the feasibility study could

also help set minimum goals for a development effort, and point out in

graphic form, the desiraLility of exceeding that goal.

The study should be performed prior to identifying the appropriate

method of financing the borrowed portion. The college must, of course,

have earlier determined what it proposes to construct and the estimated

cost. The results of the study could change both of these items, in an

attempt to compromise on a project that meets the needs of the campus,

and at the same time is a project the college can afford.

Who Prepares the Study

It is not always necessary to have a "third party" prepare the

study. While the study must be done in such a manner that every state-

ment and conclusion can be documented, there is no reason that a college

should not consider doing the study itself. A study done by the college

should present not only the factual history in det:'11 but should be

expected to add a depth of hung n understanding not possible when an
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outside group writes it.

A college may gain much by using the effort as a "self-study"

project. Items take on more significance when developed by the people

who are directly affected by them.

There are, however, many instances when for any number of reasons,

the decision is reached to have the study completed by an outside firm.

There are obvious reasons to select a knowledgeable outside group or

individual. For one thing, the outside group is expected to be more

objective. It can also be expected that if the outside firm has completed

this type of study before, it will be more knowledgeable overall and know

what to look for. The only cautions to remember here are that the out-

side firm must lose some objectivity when'it becomes employed, and past

experience generally guarantees that some past mistakes will also be

repeated.

So the decision on who will prepare the study is up to the indi-

vidual college administration. However, this should not be construed to

suggest that outside legal and financial counsel are not necessary or

required, tis the project moves past the financial feasibility study stage.

The administration may be faced only once in a lifetime with the problems

inherent in obtaining long-tenn financing for major capital improvements.

Few decisions have such irrevocable long-term effects on the overall

operation of the college. Consequently, adequate consideration should

be given to selecting those who will participate in the financing plans;

and in the final decisions. Unless the college has on its staff persons

who are completely competent to handle the legal and financial mechanics

of this quite involved and technical matter, they should seek outside

counsel as soon as the decision has been made to go forward with the

project.
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Outline of a Financial Feasibility Study.

1. Introduction and Description of Proposed Project

2. History of College

3. Future of College

4. Financial Review, Current Status and Projections

5. Enrollment, Faculty and Administration

6. The Proposed Loan

7. Presentation to Lenders (optional section of study)

Introduction and Description of Proposed Project

In the opening section of the study, the proposed project should

be presented to set the tone for the remainder of the study. Capital

improvements are usually necessary because of an increasing school popu-

lation, obsolescent buildings, a changing program of education, or a

combination of these reasons.

The need should be explained and justified in detail. This should

leave no doubt that the projelt is desirable and necessary. The first

step in assuring that a project will have enough money available to repay

the loan is to assure that it meets or solves a valid need. There are

various methods of determining need, but generally a presentation will

show the basis of that need causing a hardship on students first, and on

the financial structure of the college second. The.need should be

presented in view of its contribution to the purposes for which the

college exists.

For example, if the basic science department turned away 200 well-

qualified applicants last year due to lack of laboratory space, it would

be reasonable to indicate that this resulted in, not only 200 students

being denied the education they sought, but also a loss of income to the
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school because the additional students could have been handled without

a proportionate increase in staff and supporting services. It might be

pointed out, if true, that there exists certain unused capacities in

some student services, such as food service and housing, that could have

been utilized by these additional students, therefore increasing the

financial well being of the entire school and lowering the individual

cost to the students.

It should be pointed out in detail, how the proposed project will

meet the existing need. If it will do more than meet the existing need,

then the effect of any excess capacity generated must be explained.

The estimated cost should be set forth. It should be realistic

and based on an estimate made by a professional. This should include a

detailed cost breakdown of the new construction, based on preliminary

architectural drawings. An artist's rendering of the completed building

should be included, along with a copy of those basic architectural

drawings.

Since a college building is generally considered a one-use facil-

ity, consideration should be given to a flexible design so the building

can be modified as conditions change, and converted to other educationally

related uses should such action become necessary. ForecloSure on a

college building is not desirable because the buildings are special-purpose

with few, if any, uses other than being college buildings, and the bad

public relations aspects for the foreclosing lender must also certainly

be considered. It is. therefore to everyoDe's advantage that the building

be flexible enough so if functions must be changed, in order for the

building to remain a viable part of the campus until the loan is repaid,

such actions can be accomplished.

The proposed breakdown of sources of funds for the project should
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be presented early in the study. There appear to be for this item only

a few sources of funds, among which are current operations (i.e., pay as

you go), philanthropy, unrestricted endowments and borrowing. These

items will be presented in later parts of the study, but should be

summarized here also. It might be desirable to simply present percen-

tages of the total cost at this time. These will be spelled out in more

detail and in dollar amounts in later sections.

History of College

The history is valuable because it can prove that the institution

has been able to sustain itself over a period of time and is likely to

continue to exist. This feature is no different fran the "going concern

concept" applied to industrial companies by credit analysts.

It is here that a college should point out and discuss its past

debt experience. Dates, amounts borrowed, letters of reference from

those previous lenders, etc., are all items of interest to the future

lender. A summary of changes in the institution's debt structure that

have taken place within the past ten years should be included here. Also,

the manner in which past debt has been met is important. Any slow or late

payments should be explained in detail. Great care should be taken not

to "forget" unfavorable data, since it will probably be revealed anyway

in the lender's routine credit check. If the college presents the

unfavorable information first, they have the advantage of presenting it

in the most favorable light. If past debt was repaid early, this should

be stressed.

Any unique items that appear in the history of the college should

be discussed, especially if those items have relevance for the future.

Examples of how the college has worked with the co,xnunily 10 help meet
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its needs' are well placed here, as they tend to suggest future support

by that community. The economic and employment impact of the college

on the community should be.discussed also.

Future of College

The purpose of this section of the study is to convince the lender

that the college will continue to meet future needs at least long enough

to repay the loan.

The future development of curriculum, and the physical facilities

to serve that increased or changing demand should be explored. In order,

to assume a viable future, the college should probably plan for at least

a limited, directed growth in enrollment, and make plans to assure the

recruitment of additional students is successful. If an enrollment gain

is not forecasted, then it should be explained in detail why limiting the

growth to such an extent will be to the college's best interests.

A long-range plan, probably in narrative form, should be presented

in this section. There is no reason to expect that money will be loaned

on a long-term basis to construct a building if there is no plan for its

productive use for more than a few years. A capital budget, indicating

the capital needs for a period of from five to ten years, is also a

desirable tool.

If the long-range plans call for- the conversion of the building for

other uses in the future, this should be explored in detail. The building

itself should be so designed to be convertible into the other use at a

mininwl of expense and effort.

The future of the college so far as finances, staff and students

are concerned, is covered in separate sections because of their

filportance.
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Financial Review, Current Status and Projections

As with all other businesses, a college's ability to borrow,

depends on its ability to repay the loan, which almost entirely depends

on its ability to generate income in excess of normal operating expenses.

Therefore, a careful examination of the financial information is warranted.

Financial statements would be examined to determine the college's credit

worthiness by estimating the ability of the college to repay the proposed

debt, evaluating the college's overall financial condition, and assessing

the ability of the college's management.

Colleges should reduce debt as much as practical before taking on

new debt. The total debt picture influences the creation of new indebt-

edness. What the proposed debt will mean must be'determined in order to

judge the propriety of an additional debt burden.

Most lenders,wish to examine the audited financial statements for

the past five years (or maybe ten). These would include the Income State-

ment, the Cash Flow Statement and the Balance Sheet. Most lenders prefer

fully audited statements with an unqualified opinion by an independent

certified public accountant. Probably the financial statements will be an

attachment to the financial feasibility study, with n included in

the body of the study,

The most recent financial statement shonld.be complete in all

respects, including notes, and submitted as an attachment to the study.

Conclusions to be drawn from the current statement snould be included in

the body with full references to the attached dovment. The latest

`financial statement should iidicatc all debt, whether current or long-term.

All existing mortgages and liens should be shown.

Various statistical reports should be sub:lilted as desirable to

reflect no:ifiscal portions of the operation. These could include
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descriptions of certain programs of instruction, etc.

A set of Pro Forma operating projections should be 'developed cover-

ing the next three to ten years. Financial projections should be

prepared showing both the revenue specifically derived from the individual

project (if it is revenue yielding), as well as the revenue picture for

the entire college. These projections should include forecasts of revenue

and expense, as well as other necessary forecasts. The projections should

be accompanied by narrative conclusions, related directly to repayment

of the debt. Income statements should include observations about how

charges to students will compare with other institutions and how this

may affect future growth. For example,.a nearby college with a much lower

scale of total charges to students, may well tend to reduce the enrollment

of the more expensive college in times of financial uncertainty.

Two obvious meth6,:a of Improving financial stability in the present

or future, are to raise income and reduce costs. Show how this can be

done if it ever becomes necessary.

Philanthropic projections should be included since, if the college

has a good institutional development program, with a proven history of

income from this source, it may well be possible to consider this as

another source of regular income. Future projections of income and

expense are based on historic trends and future expectations, so if pro-

perly presented, philanthropy could also bd projected and' considered in

future years. Most lenders do not favor the inclusion of philanthropy

in projections of future income, but a realistic case can be made for
.7

doing so in some instance's. Information on endowment is quite important.

This would include present endonent assets and future expectations such

as wills and bequests, items in probate, etc.
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Enrollment Faculty and Administration

The enrollment history of the institution should be traced back

many years. It should be analyzed to indicate who enrolled,'why, and where

they lived prior to enrolling. The present situation should be presented

to show who now attends the college, why, and how many vacancies, if any,

there are in the entering class.

The future enrollment question is critical in determining the

ability of the college to generate income and repay debt. A demographic

analysis, or "student origin study," with an analysis of expected enroll-

ment based on numbers of pre-college students by age group in the school's

"service area" could furnish important data. The projections of the

student body enrollment in the future should be analyzed to determine

that it is in fact not an overenthusiastic estimate. It is very important

that the functional planning include full consideration of new programs

to meet new student needs, and to insure an adequate future student enroll-

ment. Expected recruiting efforts, scholarship programs, etc., could be

useful and persuasive to a lender.

The faculty is another important area of concern. What has been

the history of the institution's faculty? Have more mature, experienced

teachers remained, as well as younger teachers been attracted? If almost

the entire staff is tenured, this probably indicates a good employment

climate. However, it also means.that the school cannot Laprove the

student-faculty ratio without recruiting additional students. A highly

tenured staff may limit manage.lent.

Items to be discussed about the faculty include the ability to

recruit new staff for new programs, the actual control management has

over the staff and how their wage-benefit package compares with other

colleges. Any unique personalities on the teaching staff should be
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introduced in the comments.

The administration is another very important item. It is good to

present the qualifications and backgrounds of administrators and board

members to the lender, so he can become as familiar as possible with
.

their individual and combined abilities.

Management must have the authority and ability to continue to run

the college. Any plans to improve the quality of the administration

should be presented as a positive item. Good management, in the final

consideration, is probably the best assurance that the loan will be repaid.

The Proposed Loan

In presenting the overall loan picture, the financial feasibility

study must indicate the amount of money to be borrowed, the security

offered, the amount of equity available, the length of the loan repay-

ment period and the method of repayment.

The amount of money to be borrowed should be set forth including

alternate amounts. If alternate amounts are mentioned, the reason for

the difference should be explained. The amount of the loan, when added

to the cash equity, must equal or exceed the project's construction costs,

but at the same time be within the range that can be repaid by the

college over the life of the loan.

Length of the loan is an item that will require a great deal of

careful consideration. There is no easy way to determine what the term

of the indeLtedness should be. However, it appears to decrease from a

high of fifty years as allowed by the FHA College Housing Programlown

to the maturities on bank loans of one to ten years.

While the loan should be repaid in as short a time as possible, it

appears to be a good rule of thumb that the life of the debt should not
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exceed the useful life of the building.

The nonborrowed equiLy requirement is another item to carefully

consider. It appears from the results of a recent survey that most

lenders recommend, or require as a minimum, a nonborrowed equity of

between twenty and thirty-five per cent of the total project cost. Most

lenders look much more favorably at requests from projects that include

a high amount of equity, rather than requests from those projects with

less equity when considered as a per cent of total project cost.

For financial feasibility purposes, use an interest rate for

planning that appears to be realistic. It appears reasonable to consider

going ahead with the loan whenever construction is ready, regardless of

the current interest rate, since attempts to play.the market often result

in increased construction costs, and inflationary pressures eating up

a.ly advantage gained by obtaining a slightly better interest rate at a

slightly later time. A borrower should consider borrowing money at the

time when it is needed, because of the uncertainty of today's money

market.

There are different methods of debt repayment. Philanthropy is

one method that most lenders will not accept, even though if a historical

trend approach is presented, there should be a chance of having the

lenders reconsider this historic bias. Lenders generally want to see

that the debt can be repaid from current cash flow. Therefore, the finan-

cial feasibility presentation must indicate high enough earnings to pay

operating expenses and debt service, and still generate a surplus to

cover unforeseen expenses.

The security offered the lender to assure repayment must be

considered. While other things nay be used, such as income from

unrestricted endowments, most lenders require a first mortgage lien
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against the property that the loan was expended on. The college should

indicate its willingness to mortgage the new construction and to pledge

that amount of revenue, from the building or from the general college

operations, necessary to make the routine debt repayments.

Presentation to Lenders (opti,laal section of study)

The above described financial feasibility study may he presented

to the lenders in the form of a request f. A cover letter should

be prepared, introducing the project, briefly defining the loan that is

being requested, and referring to the attached financial feasibility

study. Offers from lenders should be requested in specific terms and by

a certain date. The letter should give P contact person and offer

additional information if needed.

While there is no reason to contact a large number of lenders,

many experts recommend that between three and ten lenders be formally

contacted. The important thing is that the lenders realize that the

college is sincere in its loan proposal. This is why the lending inst:7_-

tutions should be screened in order to limit the number of contacts to

those lenders who are interested and will give serious consideration to

the loan proposal.

When the responses to the proposal are received, it is hoped that

there will be more than one satisfactory offer for the college to consider.

When more than one offer to loan the needed money to the college is

received, the college becomes the party to select the most beneficial

plan, and is not left with a "take it or leave it" situation.

Once the college has agreed with a lender, on a satisfaCtory course

of financing, the project may proceed to start of construction and even-

tually to the completion of the needed campus building.
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